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CANADIAN PACIFIC RAILWAY 

Canadian Pacific Railway provides rail and intermodal freight transportation services over a 14,400-mile 
network extending from Montreal to Vancouver, and throughout the U.S. Midwest and Northeast. 
Commercial alliances with other carriers extend Canadian Pacific Railway's market reach beyond its own 
network. Serving ports on the east coasts of Canada and the U.S. and the Port of Vancouver, Canadian 
Pacific Railway links North America with European and Pacific Rim markets, moving large volumes of 
import and export goods across the continent. It is also a leading carrier in the intermodal industry with 


24 terminals across Canada and the northern U.S. 


CP SHIPS 

CP Ships is a leading provider of international ocean and inland transportation for containerized cargo. Its 
seven shipping lines offer a worldwide network of regional services under their readily recognized brand 
names, Canada Maritime, Cast, Contship Containerlines, ANZDL, Lykes Lines, TMM Lines and TMG. 
Their combined fleet of more than 75 ships transports nearly two million containers per year, which places 


CP Ships among the top six container shipping businesses worldwide. 


PANCANADIAN PETROLEUM 
PanCanadian is one of Canada’s largest producers and marketers of crude oil, natural gas and natural gas 
liquids. Its extensive exploration and production activities stretch from coast to coast in Canada and include 


a variety of international interests in the Gulf of Mexico, the United Kingdom, Australia and Africa. 


FORDING 

Fording is Canada’s largest and lowest-cost producer of export coal. Its three mines in southeastern British 
Columbia produce primarily high-quality metallurgical coal for the international steel industry. Its operations 
in Alberta include two mines supplying thermal coal to electric utilities, and an oil sand overburden removal 


operation. Fording is also the world’s largest producer of the industrial mineral wollastonite. 


CANADIAN PACIFIC HOTELS & RESORTS 

Canadian Pacific Hotels & Resorts Inc. is Canada’s largest hotel management company, operating 70 properties 
with over 29,000 rooms in Canada, the United States, Mexico, Bermuda, and Barbados. It holds a 67 percent 
controlling interest in Fairmont Hotels & Resorts, North America’s largest luxury hotel management company. 
Fairmont Hotels manages 36 distinct city centre and resort hotels such as The Plaza in New York City, 
The Fairmont San Francisco, Banff Springs, Le Chateau Frontenac and The Fairmont Scottsdale Princess. 
It also holds a 100 percent interest in Delta Hotels Limited, which manages a portfolio of 34 first-class 
urban and resort properties across Canada. In addition to hotel management, Canadian Pacific Hotels & 


Resorts holds real estate interests in 19 properties and a 34 percent investment interest in the Legacy Hotels 
Real Estate Investment Trust, which owns 17 hotels. 


17 _1998 
Revenues (millions) $ 3,496.4 $ 3,516.5 
Operating income (millions) $ 261.7 $ 736.0 
Net income (millions) $ 61.9 $ 367.4 
Cash flow (millions) $ 861.5 $ 761.2 
Revenue ton miles (dil/ions) 100.4 96.1 
Trackage (miles) 14,400 14,500 
Locomotives 1,587 1,641 
Freight cars 47,900 51,900 
Average active employees 19,162 19,865 
ree ee 1) ae 
Revenues (orillions) $ 2,798.9 $ 2,646.7 
Operating income (millions) $ 129.1 $ 177.9 
Net income (millions) $ 85.2 S$ WSLS 
Cash flow (millions) S79: po 21726 
Container carryings* LSas 1,160 
Employees 3,014 3,244 
* thousand twenty-foot equivalent container units 
i 
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Revenues (millions) $ 3,873.0 $ 2,965.6 
Operating income (millions) $ 568.3 $2518 
Net income (millions) $ 2372 $ ©6.116.6 
Cash flow (millions) $ 1,110.0 $ © =§=—- 803.0 
Wells drilled* 1,636 1,081 
Total reserves — conventional oil 

and natural gas liquidst 635 547 
Total reserves — natural gast 616 602 
Employees 1,757 1,785 


* working interest 
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3,238.6 
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2737 
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+ million barrels of oil equivalent — proved plus probable, before royalty (natural gas converted at a rate of 


6,000 cubic feet to one barrel of oil) 


.. See 1999 1998 
Revenues (millions) $ 8556 $ 906.1. 
Operating income (millions) $ 63.5 $ 129.3 
Net income (millions) $ 26.9 $ 65.9 
Cash flow (millions) $ 105.7 $ §=6142.8 
Cleaned coal sales (thousand tonnes) 14,245 125359 
Proven and probable reserves 

(million tonnes)* 3,770 3,770 
Employees 1,924 1,955 


* includes metallurgical and thermal coal, wollastonite, tripoli and potash 


ee 1999 1998 
Revenues (millions) (702. 4 5185 
Operating income (millions) $ 223.0 $ §©6149.6 
Net income (millions) $ 118.5 $ 81.6 
Cash flow (milfions) $ 179.6 $ §6116.5 
Hotels 70 65 
Rooms 29,074 25,617 


Employees (full-time equivalent) 7295) 12,800 
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Calgary-based Canadian Pacific 1s a diversified operating 
company active in transportation, energy and hotels. 
The Canadian Pacific group of companies includes 
Canadian Pacific Railway, CP Ships, PanCanadtan Petroleum, 
Fording and Canadian Pacific Hotels. 
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Revenues up 12% 


Operating income up 20% 
Earnings per share up 15% 

Cash flow up 16% 

Net debt-to-equity ratio of 30:70 
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In 1999, Canadian Pacific reported better results with 


record operating performances at Canadian Pacific Railway, 
~ PanCanadian Petroleum and Canadian Pacific Hotels. 


(in millions, except amounts per share) 1999 | 1998 1997 
INCOME ITEMS 
Revenues before special items $ 11,367 $ 10,107 $ 9,426 
Operating income before special items 
Canadian Pacific Railway $ 763 $ 721 $ 668 
CP Ships 129 178 157 
PanCanadian Petroleum 568 252 500 
Fording 64 129 1907 
Canadian Pacific Hotels & Real Estate Activities oo 223 181 137 
$ 1,747 $ 1,461 $ 1,659 
Income from continuing operations before special items $ 896 $ 781 $ 860 
Discontinued operations = = a7, 
Special items (see table on page 20) ___ (302) 20 359 
Net income $ 594 $ 801 $ 1,256 
Net income from continuing operations before special items Each 09e 2 Sgt t Os 
available to common shareholders $ 886 $ 781 Sy 860 
PER COMMON SHARE 
Income from continuing operations before special items $ 2.67 $ 232 $ 2.49 
Cash flow $ 7.09 $ 6.03 $ 34 


The Corporation generated its highest cash flow ever in 1999 


and maintained a strong financial position. 


(in millions, except share data) 1999 1998 1997 
FINANCIAL CONDITION 

Cash flow $ 2,351 | $ 2,025 $ 2,189 
Capital expenditures $ Oa $ De \swe $ 2,465 
Total long term debt $ 3,541 | $ 3,463 $ 2,856 
Net debt § 3,745. | $ 3,745 § 1,779 
Shareholders’ equity $ 8,269 | $ 7,998 $ oS 
Total assets $ 20,318 | $ 19,669 $ 17,332 
Net debt : equity ratio sg 70) | Sile6o 18 : 82 


COMMON SHARE CAPITAL 
Average number of shares outstanding (in millions) Bey | 336 345 
Number of registered shareholders at December 31 36,090 Sil72 41,165 
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1999 WAS A YEAR OF DRAMATICALLY DIFFERENT HALVES FOR CANADIAN PACIFIC. AFTER 
\ VERY SLOW START, OUR PERFORMANCE ACCELERATED THROUGHOUT THE YEAR. NEARLY 
TWO-THIRDS OF OUR NET INCOME, EXCLUDING SPECIAL ITEMS, WAS EARNED IN THE SECOND 
HALF, AS WE STARTED TO REALIZE THE BENEFITS OF AN IMPROVING ECONOMIC ENVIRONMENT 


AND THE INITIATIVES WE HAD TAKEN TO BUILD OUR BUSINESSES AND DRIVE DOWN COSTS. 


In the first half of 1999, we faced tough times. The general economic decline caused by the Asian 
downturn had a severe impact on our businesses. PanCanadian experienced oil prices below U.S.$12.00 
per barrel. The Japanese steel mills’ price for metallurgical coal came down 18% as of April 1, cutting 
deeply into Fording’s margins. Lower coal prices and weaker international demand for other bulk 
commodities hurt earnings at Canadian Pacific Railway. Rapidly declining rates, particularly on 
the North Atlantic as excess shipping capacity cascaded from the Pacific to the Atlantic, significantly 
reduced CP Ships’ operating results. Faced with these difficult operating conditions, our companies 
focused on controlling costs, increasing productivity and shifting our business mix where possible. 
Through these actions we were able to weather the storm reasonably well, producing cash flow of 
nearly $1 billion in the first six months and maintaining our financial strength. 

By the third quarter, we were operating in a significantly better business environment 
with higher energy prices, stabilizing shipping rates, albeit at significantly lower levels, and general 
economic strength. As well, the cost-cutting initiatives that we had put in place across our group 
of companies and the increased size of our businesses were starting to make a larger contribution 
to earnings. In the second half, our transportation companies produced operating income double 
that of the first half. Canadian Pacific Railway reported especially strong results, achieving operating 
income of $464 million and an operating ratio of 74.7%. PanCanadian, with rising natural gas 
production and significant oil production, was able to capitalize on favourable commodity prices 
and produced operating earnings of $373 million in the second half, more than twice the level of 
the first half. The Corporation as a whole produced $1,074 million of operating earnings and 
$1,379 million of cash flow in the last six months of the year. Some aspects of our business, notably 
bulk commodities at the railway and coal prices, remained soft but our overall performance in the 
second half was very strong. 

During the year, we continued to both grow and strengthen the competitive positions of 
our companies. At Canadian Pacific Hotels and CP Ships we expanded further beyond our Canadian 


base. In October, Canadian Pacific Hotels completed the transaction with Fairmont Hotels 
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Management L.P. that created Fairmont Hotels & Resorts, the largest luxury hotel management 
company in North America. This new company provides us with a strong brand and base from which 
to drive our expansion outside the Canadian market. In our shipping business we became a more 
significant player in the Latin American market with the creation of Americana Ships at the beginning 
of the year and the pending acquisition of the remaining 50% interest of the company. At Canadian 
Pacific Railway we stepped up our cost reduction efforts and implemented our new operating plan 
designed to derive greater benefits from the railway’s recently completed investment program. At 
both PanCanadian and Fording we continued to focus on cost control, reducing unit operating costs 


at PanCanadian by 5% and at Fording by 12%. 


Financial Results 

Notwithstanding such a weak start to the year, we produced better 
financial results in 1999 than in 1998. Net income available to common 
shareholders, excluding special items, was $886 million which, on a 
per common share basis, was $2.67 compared with $2.32 in 1998. In 
addition to sharply higher earnings at PanCanadian, improved earnings 
at Canadian Pacific Hotels and Canadian Pacific Railway more than 
offset declines at CP Ships and Fording. 

Net earnings per common share, including the special charge, 
were $1.76 compared with $2.39 in 1998. In the second quarter at 
Canadian Pacific Railway we took a special restructuring charge of 
$302 million after tax, primarily for workforce reductions of approximately 
1,900 employees. Coming out of 2000 we expect that our annualized 
costs at the railway will be $300 million lower than at mid-year 1999, 
before any effect due to inflation and change in traffic volume or mix. 

We produced record cash flow of $2.35 billion and cash flow 
per share of $7.09, up 18% from $6.03 in 1998. Revenues increased 
12% to $11.4 billion and operating income excluding the special charge 
was up 20% to $1.7 billion. These increases reflect both our growing 
businesses and improving productivity. Our year-end net debt ratio was 
30:70 compared with 31:69 in 1998 and our net-debt-to-cash flow ratio 
was 1.6:1 compared with 1.8:1 in 1998, indications of our continuing 


financial strength. In 1999, our capital expenditures and acquisitions 


totalled over $2.0 billion compared with over $3.5 billion in 1998. 


David P. O’Brien 
Chairman, President and 


Chief Executive Officer 
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With Canadian Pacific shares trading at some of the lowest multiples of cash flow and 
earnings in recent memory, we took advantage of the opportunity to buy back 6.2 million shares 
from August to December. By year-end, we had reduced the number of shares outstanding to just 
over 326 million. In early 2000, we increased our buy-back authorization, which expires in August 


of this year, to 5% of the outstanding shares from the original 3%. 


Cutting Costs and Building the Businesses 

During 1999, we substantially completed a four year, $3.3 billion capital investment program at 
Canadian Pacific Railway that focused on the purchase of new locomotives and significant investments 
in information systems, intermodal facilities and track upgrades. With a revitalized core network, 
we were able, at mid-year, to implement a new operating plan. This plan is designed to dramatically 
improve asset utilization, drive productivity and increase the efficiency of our network. Progress 
to date has exceeded expectations and significant results have already been achieved. Average train 
weights across the system are up 5%. We are running longer trains without the need for more power 
and have increased horsepower utilization by 14%. In the second half of 1999, our railway achieved 
an operating ratio of 74.7%. We are doing more work with fewer staff, less fuel, less equipment 
and less material and have the capacity in place to handle additional growth in volume without 
any substantial new capital expenditure. 

In October 1999, we formed Fairmont Hotels & Resorts, which now manages 36 luxury 
properties in resort and city centre locations across North America and in the Caribbean. Canadian 
Pacific Hotels owns 67% of the new company, which includes the management contracts for such 
landmark properties as The Plaza in New York City, The Fairmont in San Francisco and Canadian 
icons such as Banff Springs and Le Chateau Frontenac. With this transaction we now have a base 
of quality properties in key Canadian and U.S. gateway cities and a strong brand that we will use 
as a platform for growth in North America and internationally. We recently launched the new 
Fairmont Hotels & Resorts brand across North America, with a major advertising campaign 
highlighting the expanded collection of Fairmont properties. Since the launch, we have already 
added two new U.S. hotels to the Fairmont portfolio, The Fairmont Kansas City and The Fairmont 
Miramar in Santa Monica, and opened the new Fairmont Vancouver Airport Hotel. 

At CP Ships, we continued to build our competitive position by driving down costs and 
expanding our operations. At Americana Ships, we realized more than U.S.$100 million of cost 
savings, improved services and increased market share during the year. At the end of 1999, we 
agreed to acquire the remaining 50% of Americana Ships from Transportacién Maritima Mexicana 


of Mexico. This purchase will give us 100% of the company and will significantly strengthen our 
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position in the Latin American market. Across the balance of our shipping businesses we also 
conducted an aggressive cost reduction program, reorganizing routes, changing agency structures 
and maximizing synergies on inland transportation and container repositioning. 

In 1999, PanCanadian produced an average of 848 million cubic feet per day of natural 
gas, up 7% from 1998. As we have previously indicated, we have been focusing more on our gas 
production and have positioned ourselves to take advantage of our gas prone fee lands, proximity 
to transportation infrastructure, increased pipeline capacity and overall strong gas prices. 
Operationally, we had an outstanding year, replacing 154% of production at a cost of $5.38 per 
barrel of oil equivalent (boe), down from $10.82 per boe last year. During the year, we also enhanced 
our potential in several offshore plays. We participated in two major land sales for properties offshore 
Nova Scotia significantly increasing our land holdings to 2.4 million net acres. We are now a major 
player in this gas prone area. In the U.S. Gulf Coast, we are drilling the second delineation well 
on our Llano oil structure. We also announced the acquisition, for approximately $255 million, 
of light oil production interests in the Central North Sea, an area with strong potential in both 


development and exploration and one in which we already have an exploratory land position. 


The Way Forward 

As I look at the coming year, I am certainly more optimistic than I was at this time last year. 
I expect that an improving business environment, together with the aggressive actions we have 
taken across our companies, should lead to steadily improving results. 

Our latest productivity enhancements at Canadian Pacific Railway will produce an even 
more competitive cost structure. We are better positioned to grow revenues, given our capacity to 
handle anticipated strong growth in service-sensitive non-bulk traffic and gradual improvement 
in bulk traffic. With our catch-up capital program complete and our improving cost structure, the 
railway will generate significant free cash flow going forward. 

With our recent acquisitions, restructuring and cost-cutting, CP Ships is poised to 
outperform our competitors in difficult times and excel as market conditions improve. We are already 
seeing marked improvement in industry fundamentals. Demand is growing with the recovery in 
the Asian economies and supply is constrained with fewer new ships being built, higher scrapping 
rates and more capacity sharing in the industry. 

PanCanadian continues to focus on natural gas where we have a distinct competitive 
advantage and expects to produce an average 925 million cubic feet per day in 2000, an increase 
of 9% over 1999. During the coming year, PanCanadian will be more active in the North Sea and 


will follow up on some of our early successes in our drilling programs in the Gulf of Mexico and 


off the Scotian shelf. 
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While there are some indications that fundamentals in the export coal industry are 
improving, the pricing environment remains difficult. At Fording, we will continue to focus on 
improving our cost position in the face of these depressed markets. 

Canadian Pacific Hotels is well positioned to achieve substantial growth in North America 
and beyond over the coming years as we build on our Fairmont and Delta brands, achieve greater 
synergies across our properties and benefit from the favourable demographics in the tourism industry. 

As we move into 2000, the year looks promising. We have more competitive businesses, 
a solid financial position and a stronger business environment that will enable us to further drive 
the earnings growth and returns of the company. We have grown our businesses substantially over 
the past five years and have good leverage to improving fundamentals. CP Ships now carries five 
times as many containers as it did in 1994. Canadian Pacific Hotels has almost tripled the number 
of rooms it manages. PanCanadian has boosted gas production by 40% and Fording’s coal production 
has increased 45%. 

With the increased size and scale of our businesses and our improved cost structures we 
have substantially more earnings power today. But we know that in this ever-changing, increasingly 
global world, there is more to do. We will continue to build the international competitiveness of 
our companies by driving further productivity improvements and expanding in areas that have the 
best growth prospects. 

We were able to meet the challenges of the past year and capitalize on our opportunities 
largely because of the hard work of dedicated employees around the world. As we continued to 
expand in 1999, we welcomed Fairmont and Americana Ships employees to the Canadian Pacific 
family. We now have more than 42,000 people working to meet the diverse needs of customers 
worldwide. It is on the strength of this employee base that we will build the future of our company. 
On behalf of the Board of Directors, I would like to thank all our employees for their commitment 
to Canadian Pacific. 

Finally, I would like to welcome two new directors who joined our Board in 1999. Roger 
Phillips is President and Chief Executive Officer of Ipsco Inc., and Carole Taylor is the former 
Chair of both the Canada Ports Corporation and the Vancouver Port Corporation. We look 


forward to the fresh insights they will bring to our deliberations and the contributions they will 


make to the Corporation. 


CU) Roya. 


David P. O’Brien 


Chairman, President 
and Chief Executive Officer 


February 7, 2000 
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Canadian Pacific and the Commyn ity 


y is a Gift — Canadian Pacific Heritage Fund 
On Neate 7, 1885, the driving of the Last Spike marked the completion of Canada’s first 
transcontinental railway — a defining moment in Canada’s history and in the history of Canadian 
Pacific. One hundred and fourteen years later, on November 9, 1999, Canadian Pacific announced 
the creation of the Canadian Pacific Heritage Fund, an initiative to commemorate and celebrate 
the heritage of Canada’s communities as we enter the next millennium. 


Through the Canadian Pacific Charitable Foundation, we have committed $2 million in 
the form of matching grants that will be awarded to selected community-based heritage projects 
over the next two years. Grants will be awarded to support the development or completion of projects 
that reflect a community’s unique heritage while playing a role in a community’s future. Grants 
will be distributed in Canadian communities where Canadian Pacific, or any of its subsidiaries, 
have a presence. Heritage buildings, libraries, museums and parks are representative of projects 


that will be funded. The first Canadian Pacific Heritage Grants will be awarded in March 2000. 


1 Treasured Icon to Canadians 


eo the construction of the transcontinental railway, Canadian Pacific forged a unique partnership 
with the Royal Canadian Mounted Police (RCMP). In July 1995, Canadian Pacific became the 
RCMP Musical Ride’s first National Sponsor. 


In April 1999, Canadian Pacific and the RCMP signed an agreement that extended our 
support for another three years. As Founding Sponsor, Canadian Pacific will contribute over one 
million dollars from 1999 to 2001 towards the extension of the annual Musical Ride tour. Canadian 
Pacific’s support means that the Musical Ride will reach more communities in Canada. 


The image of the red-coated Mountie in the broad-brimmed Stetson is instinctively 
associated with Canada. Representing a colourful tradition and ceremony through the horse and 
scarlet uniform, the RCMP has created a spectacle that provides Canadians, from coast to coast, 
with the opportunity to experience Canada’s heritage and national identity. The Musical Ride also 
provides local RCMP detachments with a forum to highlight community-policing initiatives, and 
supports community service organizations by providing an opportunity to raise funds for local 
charities and community programs through ticket sales to Musical Ride performances. 


Giving Mexico a Window on Canadian Culture 

Canadian Pacific is one of the many ont. companies doing business in Mexico today. As Canada 
and Mexico strengthen our business relationships, it is fitting that we also share our arts and culture. 
The Canadian Pacific Charitable Foundation was the lead sponsor of the National Gallery of 
Canada’s presentation of Terre Sauvage: Canadian Landscape Painting and the Group of Seven, an 
exhibition of paintings at the Museo de Arte Moderno in Mexico City. This window on Canadian 


culture was well received and gave Mexican audiences a rare opportunity to view these major works 
by some of Canada’s best-known artists. 
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Canadian Pacific has a long association with the Group of Seven. During the early decades 
of the 20th century, Canadian Pacific supported members of the Group of Seven as they travelled 
across Canada seeking out diverse Canadian landscapes to paint. Two members of the Group of 
Seven — A.Y. Jackson and Lawren Harris — were later commissioned to paint murals for the scenic 
dome cars of “The Canadian,” our famous passenger train. 


Celebrating Transatlantic Immigration to the New World 

In 1999, Britain’s new National Maritime Museum completed an extensive re-development with 
the goal of educating its many visitors on the importance of the sea to their daily lives. As one of 
only four founding patrons, Canadian Pacific, in co-operation with CP Ships, is participating through 
the sponsorship of the permanent “Canadian Pacific Special Exhibitions Gallery.” The gallery’s 
first exhibition, “Frontiers,” uses archive photography to take a historical perspective that highlights 
transatlantic emigration from Europe to Canada. Canadian Pacific Archives loaned the museum 
26 original prints, including a 1927 series of photographs documenting the emigration of Scottish 
families from Barra, in the Hebrides, as they prepared to board the Canadian Pacific steamship 
Metagama. Future special exhibitions are being planned. 


Making A Dijference in the Communities in Which We Operate 

In 1883, Canadian Pacific Railway made a $2,000 donation towards the construction of the 
Winnipeg General Hospital. Canadian Pacific established a formal donations program in 1921 
and in 1994, the Canadian Pacific Charitable Foundation was created to more effectively target 
and administer our community investment programs. The Canadian Pacific Charitable 
Foundation’s mandate is to make a difference, particularly in communities where our employees 
live and work and where our operating companies have a presence. 


In 1999, the Canadian Pacific Charitable Foundation made cash contributions of 
approximately $6 million to well-managed charitable organizations. The Foundation supports 
effective programs in the following categories of giving: United Way/Centraide annual campaigns, 
education, arts and culture, social services, youth development, environment, health and community. 
PanCanadian Petroleum has a separate corporate contributions program that is coordinated with 
the Foundation. In 1999, PanCanadian donated over $1.5 million. Each Canadian Pacific company 
also contributed goods and services that have an in-kind value of almost $2 million in addition 
to the $38 million one-time extraordinary gift of land to the Trans Canada Trail Foundation by 
Canadian Pacific Railway. 

Canadian Pacific is a proud corporate sponsor of the Imagine Campaign, established by 


the Canadian Centre for Philanthropy. Imagine’s mandate is to encourage personal and corporate 
philanthropy through donating at least one percent of pre-tax profit to charitable organizations. 
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GREENER TEAM 
FLOWER PLANTING 


7 ROYAL ORK J ome 


All of Canadian Pacific’s businesses have environmental 
policies and procedures in place which support a comprehensive 
environmental management system that includes audits, 
legal compliance and rey orting. Flere are some examples of 
how our operating companies have put thetr 


environmental policies into practice. 
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Canadian Pacific Railway 

i Vegetation management is a safety issue and a constant railway maintenance concern as any stretch 
of track is only as good as the roadbed on which it lies. Canadian Pacific Railway uses a mix of 
strategies that considers all possible physical, chemical and biological controls for vegetation 
management. The railway is committed to selecting methods that are not hazardous to human 
health and which pose the least amount of risk to the environment. The latest weapon in the railway’s 
arsenal is the “weedseeker.” Infrared sensors, suspended over the roadbed from the front of a truck, 
detect vegetation in the underlying rock ballast and send a signal to computerized spray jets mounted 
at the rear of the vehicle. Carefully measured doses of herbicide target the offending growth precisely 
and effectively. The weedseeker has shown great promise on the railway’s eastern lines and in some 
cases has reduced blanket herbicide applications by up to 60 percent. Plans are being made to expand 
the use of the weedseeker across the railway’s system. 


i In a continuing effort to reduce wildlife mortality in national parks in Alberta and British Columbia, 
Canadian Pacific Railway has acquired the first vacuum machine in North America designed 
specifically to pick up grain spilled along railway tracks. The $500,000 machine is based in Banff, 
for use in and around Alberta’s Banff National Park and Yoho National Park, just west of the Alberta 
border with British Columbia. By removing grain that has leaked from railcars, the vacuum truck 
will reduce the chance that animals will be attracted to the tracks, where they may be struck by 
trains. While animal mortality on the tracks is only a small portion of the overall wildlife mortality 
rate in the parks, the innovative vacuum truck is expected to reduce that proportion even further. 
The railway is also working with grain loaders on the prairies to encourage loading practices that 
avoid spillage of grain on the exterior of railcars. In addition, the railway has replaced the unloading 
gates on thousands of its own grain cars and is working with other hopper car owners to have 
older unloading gates replaced on their equipment. 


CP Ships 

i In November 1999, Canada Maritime (Canmar) became one of the still-few container shipping 
specialists to achieve ISO 14001 Environmental Management Systems (EMS) certification for 
its marine operations activities. Gaining certification meant adapting Canmar’s existing EMS, in 
place since 1992, to the ISO 14001 framework. The EMS covers management of activities such 
as ship scrapping, ballast water exchange, hazardous cargo transport, sub-contractor relationships, 
waste and sewage management, dry-docking and the use of environmentally friendly hull paints. 


In addition, the ships operated by another CP Ships’ line, ANZDL, are also ISO 14001 certified. 


i In certain climates, marine organisms often attach themselves to ships’ hulls. This causes 
encrustation that creates a drag on the ship. The drag increases fuel consumption, which leads to 
higher levels of exhaust gases. It also creates a risk that these organisms will infest foreign waters 
where they have no natural enemies. As a preventative measure, shipping lines have traditionally 
used special anti-fouling hull paints, which keep the marine organisms from attaching to the hull. 
However, as many of these paints contain tributlytin (TBT), they have been found to contribute 
to water pollution in port areas. Although the International Maritime Organization has set 2008 
as the year when all ships’ hulls must be TBT-free, CP Ships has already begun using environmentally 


friendly alternatives. 
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PanCanadian Petroleum 

i Industry, government and the public collaborated on designing a voluntary program for reducing 
benzene emissions to the atmosphere from glycol dehydrators. These are used to scrub water from 
natural gas so that the natural gas can be shipped in pipelines without freezing. As agreed to by 
all parties, the first of three stages of emission control was to be met by January 1, 1999. PanCanadian 
has met the first level of control and is well positioned to meet the future control levels by the 
next agreed to date of January 1, 2001. 


1 Burrowing owls are one of the Canadian prairies’ most endangered species. PanCanadian has 
implemented an effective protection strategy of resiting, rerouting and rescheduling its shallow 
natural gas developments to avoid burrowing owl nesting sites. Into its third year of surveying 
southeastern Alberta shallow natural gas pre-development sites for burrowing owl nesting sites, 
PanCanadian is able to successfully avoid about 20 nesting sites per year on native prairie landscapes. 
Through its surveying work, the company also makes a significant contribution of data to the Alberta 
endangered species sightings database and the multi-stakeholder Prairie Conservation Forum. 


ay 7. - 
Moraing 


t In April 1997, Fording’s mining activities at the Henretta Creek in the southeastern corner of 
British Columbia were completed. Today, the mined area is the focus of reclamation activities. The 
restoration of Henretta Creek will include a reclaimed channel, a 3.3-hectare lake with a 0.5-hectare 
marsh and streamside vegetation covering 18 hectares. With the addition of the lake, it is anticipated 
that the lower portion of Henretta Creek will now sustain a better-than-previous fisheries resource. 


i In 1999, Fording’s wollastonite mine and processing facility in Mexico received its ISO 14001 
designation. The Genesee Operations began the process of obtaining ISO 14001 environmental 
certification in late 1999, and expects to complete this process by the end of 2000. These certifications 
will reinforce Fording’s commitment to producing competitive products while maintaining high 
standards of environmental performance. 


Canadian Pacific Hotels 

i In 1991, Canadian Pacific Hotels launched its Green Partnership Program. Phase I concentrated 
heavily on the establishment of hotel-wide recycling programs. Phase II was launched in 1998 with 
a new set of environmental goals. Phase II goals include the implementation of industrial composting 
for organic waste, offering eco-friendly meeting options to guests, donating leftover food to food 
banks, ensuring all used soaps and amenities are donated to charities or returned to the supplier 
for recycling and developing CP Green Tours through partnerships with local ecotourism operators. 
# With the expansion of Canadian Pacific Hotels, the Green Partnership Program is now international, 
with programs being developed in Scottsdale, Mexico and Barbados. With the Fairmont 
transaction, plans are being made to expand the program to the Fairmont properties in the U.S. 


Delta Hotels is currently in the process of introducing an environmental program across its properties 
in North America. 


# All of Canadian Pacific Hotels’ golf courses in Canada are registered with the Audubon Cooperative 
Sanctuary Program and are working to achieve the requirements in six categories: environmental 
planning, wildlife and habitat management, integrated pest management, water conservation, water 
quality management and outreach and education. The golf courses at Whistler and Banff have 
received their Audubon Accreditation. Plans are being made to incorporate the courses in Bermuda 
and Acapulco into the Audubon program. 
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THIS MANAGEMENT’S DISCUSSION AND ANALYSIS FOR CANADIAN PACIFIC LIMITED (THE 
CORPORATION) AND ALL OF ITS SUBSIDIARIES IS SUPPLEMENTAL TO THE CONSOLIDATED 
FINANCIAL STATEMENTS AND RELATED NOTES CONTAINED IN THE 1999 ANNUAL REPORT 
TO SHAREHOLDERS. THE FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 1999 
WERE PREPARED IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
(GAAP) IN CANADA. DIFFERENCES FROM GAAP IN THE UNITED STATES ARE DISCLOSED 


IN NOTE 23 ON PAGES 86 TO 89 OF THE ANNUAL REPORT. 


OVERVIEW 


In 1999, Canadian Pacific focused on cutting costs and building its businesses. Notwithstanding a 
mixed economic environment, these strategies helped the Corporation generate its highest cash flow 
ever and report record operating performances at Canadian Pacific Railway, PanCanadian and Canadian 
Pacific Hotels. With improvements in productivity, lower cost structures and expansion into new 


markets, each subsidiary is now better positioned to compete effectively in its respective industry. 


Canadian Pacific Railway achieved strong results by improving its efficiency and ability 
to develop new competitive services. In 1999, it completed its four-year, $3.3 billion capital 
investment program, involving the purchase of new locomotives and information systems, the 
expansion and improvement of intermodal facilities, and track upgrades. This franchise renewal 
enabled the company to introduce its new operating plan that is driving further efficiencies in the 


system. The railway achieved its lowest operating ratio ever, 78.2%, excluding special items in 1999. 


During the year, CP Ships continued to build its competitive position by driving down 
costs and expanding its operations. Early in the year, the company’s results were severely affected 
by lower freight rates, especially on the North Atlantic trade, but, as the year progressed, operating 
income improved because of the effect of aggressive initiatives taken to reduce costs and a stabilization 
of rates. CP Ships took another step, late in the year, to expand its operations with the announced 


acquisition of the remaining 50% of Americana Ships. 


Canadian Pacific Hotels continued its profitable growth in 1999 with strong performance 
from its owned hotels and properties in the Legacy Hotels Real Estate Investment Trust (Legacy 
Hotels REIT). As well, the company benefited from its expanded portfolio, managing 70 hotels with 
over 29,000 rooms, up from 65 hotels with 25,000 rooms at year-end 1998. During 1999, it improved 
its competitive position with the creation of Fairmont Hotels & Resorts, North America’s largest 
luxury hotel management company. Canadian Pacific Hotels now has two distinctive brands, Fairmont 
and Delta, that will provide platforms for further expansion in North America and internationally. 
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PanCanadian showed a dramatic improvement in results, taking advantage of higher energy 
prices and its ability to efficiently add natural gas production. The company continued to focus 
on costs, reducing both finding and development costs and unit operating expenses. As well, 
PanCanadian more than replaced its existing production and enhanced its prospects in several 
offshore areas through the purchase of production interests and the addition of a significant 


exploration land position offshore Nova Scotia. 


Fording, facing a difficult pricing environment, concentrated on improving its already low 
cost structure and diversifying its markets. It continued to generate positive operating income and 


cash flow after capital spending, even at the low market prices. 


1999 Business Environment 


In 1999, natural gas prices continued to show strength while crude oil prices improved significantly, 
with a doubling of the West Texas Intermediate crude oil price from year-end 1998 to year-end 
1999. Growth in worldwide tourism and a weak Canadian dollar benefited Canadian Pacific Hotels. 
The coal market continued to be depressed by oversupply in world markets. Bulk commodity 
shipments at Canadian Pacific Railway, particularly grain, fertilizer and coal, were also negatively 
affected by weak international markets, while service-sensitive shipments, such as automotive and 
intermodal, showed strong growth, reflecting the generally buoyant North American economy. 
Early in the year, CP Ships faced rapidly declining rates, particularly on the North Atlantic, as 
excess shipping capacity created by the Asian downturn shifted from the Pacific to the Atlantic. 


Towards the end of the year, rates began to stabilize and even improve on some routes. 


Record Results at Three Companies 


A strong second half of the year allowed Canadian Pacific Railway, PanCanadian, and Canadian 
Pacific Hotels to produce record operating results. Canadian Pacific Railway increased operating 
income, excluding special items, to $763 million, by both reducing costs and moving more freight. 
PanCanadian increased operating income by 125% with strong crude oil and natural gas markets, 
increased natural gas production and lower costs. Canadian Pacific Hotels produced an increase 
of 49% in operating income through higher average room rates and the addition of the Princess 
hotels for the full year. Results declined at CP Ships and Fording, given difficult market conditions, 


but these were partially offset by increased cost savings and higher volumes in both businesses. 


Enhanced Potential 


Canadian Pacific Railway expects that its new operating plan will allow it to further improve asset 
utilization, increase productivity and improve the efficiency of the network, producing an even 
more competitive cost structure. As well, the railway is better positioned to provide superior customer 
service and remains committed to meeting its customers’ needs. The revitalized network will give 


the company significant capacity to pursue new revenue opportunities. 
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At the end of 1999, CP Ships agreed to acquire the remaining 50% of the Americana 
Ships joint venture, creating a stronger competitive position for CP Ships in the Latin American 
market and providing opportunities for further cost reductions. CP Ships now has a strong market 
position in the North Atlantic, Australasia and Latin America trades. Across its companies, CP Ships 
continues to reduce costs and increase efficiency, capitalizing on economies of scale. It expects to 


continue to grow by improving and adding to its various ocean shipping services. 


PanCanadian will continue to concentrate on efficiently developing its strong Western 
Canadian land base while pursuing opportunities in new basins. The company expects to have a 
more aggressive drilling program in the coming year with a focus on natural gas. As well, the company 
plans to be active in the North Sea and will follow up on some of its early successes in the drilling 
programs offshore Nova Scotia and in the Gulf of Mexico. 


Canadian Pacific Hotels, with the formation of Fairmont Hotels & Resorts, now has a 
strong base of landmark properties in key U.S. and Canadian cities as well as a strong brand that 
it intends to use as a basis for further growth. The company is actively pursuing new opportunities 


to expand the brand and to achieve greater synergies across the properties. 


Fording, given its low cost position and diversified customer base, is well positioned to 
benefit when international coal markets strengthen. Fording is also actively developing new markets 
for the industrial mineral wollastonite. 


CONSOLIDATED RESULTS 


The Corporation’s performance accelerated as the year progressed. Excluding special items, 
consolidated net income from continuing operations to common shareholders was a record 
$886 million, or $2.67 per common share, in 1999. This compared with $781 million, or $2.32 
per common share, in 1998 and $860 million, or $2.49 per common share, in 1997. Consolidated 
operating income excluding special items amounted to $1,747 million in 1999, up from 
$1,461 million in 1998 and $1,659 million in 1997. 


The Corporation’s revenues were $11,367 million in 1999, up 12% from $10,151 million 
in 1998 and up 19% from $9,560 million in 1997. The increase in revenues in 1999 was chiefly 
attributable to PanCanadian’s better crude oil and natural gas prices, higher natural gas production 
and increased marketing activities, as well as expansion in Canadian Pacific’s hotel and shipping 
businesses. Growth at the shipping business was the principal reason for the Corporation’s higher 


revenues in 1998 compared with 1997. 


The return on average common shareholders’ equity from continuing operations was 11.0% 
in 1999, 10.0% in 1998 and 12.0% in 1997, excluding special items in each year. On the same 
basis, operating income represented a return on average capital employed (ROCE) before special 
items of 10.6%, 10.0% and 13.1% in 1999, 1998 and 1997, respectively. 
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Income Excluding Special Items 


(in millions, except per share amounts) 


OPERATING INCOME 

Canadian Pacific Railway 

CP Ships 

PanCanadian Petroleum 

Fording 

Canadian Pacific Hotels & 
Real Estate Activities 


NET INCOME 

Canadian Pacific Railway 

CP Ships 

PanCanadian Petroleum 

Fording 

Canadian Pacific Hotels & 
Real Estate Activities 

Other activities 


Net income from continuing operations 


Per common share 


CANADIAN PACIFIC 


1,461 $ 
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INCOME 

PER SHARE — 
CONTINUING 
OPERATIONS 
(8) 


Including Special Items 
@ Excluding Special Items 


2.75 


2.20 


1.10 


0.55 


RETURN 

ON AVERAGE 
SHAREHOLDERS’ 
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CONTINUING 
OPERATIONS 

(%) 

@ Including Spectal Items 
B Excluding Special Items 
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@ 132 103 73 
@ 120 100 11.0 


RETURN ON 
AVERAGE CAPITAL 
EMPLOYED 

(%) 


B Including Special Items 
@ Excluding Special Items 
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@ 142 101 76 
B 131 10.0 106 


0.36 


0.24 


0.12 
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Including special items, consolidated net income from continuing operations to common 


shareholders was $584 million, or $1.76 per common share, compared with $801 million, or $2.39 
per common share, in 1998 and $947 million, or $2.74 per common share, in 1997. Including 


special items, the Corporation’s operating income was $1,246 million in 1999, compared with 
$1,476 million in 1998 and $1,793 million in 1997. 


The table on page 20 details the special items affecting results in each year. In the second 
quarter of 1999, Canadian Pacific Railway recorded a charge of $501 million pre tax, or $302 million 
after tax, including $423 million pre tax for labour liabilities as lower manpower requirements will 
result in the elimination of approximately 1,900 positions of which some 900 were eliminated by 
year-end. The significant investment made by the railway over the past several years has revitalized 
the franchise. The company is now in a position to increase its productivity and again improve its 
cost structure. The balance of the provision was largely due to costs associated with an expanded 


environmental remediation program. 


In 1998, a special gain of $15 million to operating income and $20 million to net income, 
after offsetting tax provisions, was booked by Canadian Pacific Railway primarily due to the sale 
of a marine freight operation. In 1997, the railway’s sale of non-core assets and the monetization 
of a lease added a special gain of $134 million to consolidated operating income. In the same year, 
the Corporation realized a pre-tax non-operating gain of $211 million, $100 million after tax, on 
the sale of its business hotels. A partial offset to these special gains was a special corporate provision 


of $113 million after tax in 1997 that included a general tax provision of $35 million. 


a SE ae FS LUE 2 TT a a eae 
DIVIDENDS CONSOLIDATED CASH FLOW CONSOLIDATED 
PER SHARE OPERATING ($ millions) REVENUES 
(8) INCOME ($ millions) 

($ millions) 

@ Including Special Items 

@ Excluding Special Items 


2,000 2,500 12,000 


2,000 9,600 


1,600 


1,200 1,500 7,200 


300 1,000 4,800 


400 500 2,400 


H 1,793 1,476 1,246 2,189 2,025 2,351 9,560 10,151 11,367 
WM 1,659 1,461 1,747 
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In 1997, there was income from discontinued operations of $309 million. In the third 
quarter of 1997, the Corporation sold its equity investment in Laidlaw for $991 million and 
recognized a special gain of $272 million after tax. The gain and equity earnings from Laidlaw 


prior to its sale are included in income from discontinued operations. 


Spectal Items Operating Non-Operating Net 


(in millions) Income Income - Income 


EFFECT ON 1999: 


Canadian Pacific Railway special charge $ (501) $ = ; $ (302) 
EFFECT ON 1998: 
Gain on disposition of coastal marine 

freight operation $ aaa $ = $ 36 
Canadian Pacific Railway’s costs 

associated with Year 2000 issues (29) zi (16) 
Total § 15 $ = $ 20 
EFFECT ON 1997: 
Gain on disposition of Laidlaw Inc.* $ = $ = $ 272 
Gain on disposition of business hotels = 211 100 
Gain on disposition of KCCL 54 = 33 
Gain on St. Lawrence & Hudson 

rationalization 42 = 29 
Gain on Molson Centre lease monetization 38 = 38 
Corporate provision — including $35 

for general tax ~ (140) (113) 
Total $ 134 $ TAl $ 359 


* Gain on disposition of Laidlaw Inc. is included in discontinued operations. 
Strong Financial Position 


The Corporation produced record cash flow of $2,351 million in 1999, up 16% from $2,025 million 
in 1998 and 7% higher than $2,189 million in 1997. PanCanadian, Canadian Pacific Railway and 
Canadian Pacific Hotels made significant contributions to these gains. 


A strong and improving cash flow funded investment opportunities across the businesses. 
Net investing activities were $1,827 million in 1999, $3,369 million in 1998 and $923 million in 1997. 


Significant investments were made to capitalize on opportunities to grow the businesses, 
particularly Canadian Pacific Hotels and CP Ships, and to lower the cost structure of all of the 
operations, notably Canadian Pacific Railway. As well, cash flow continued to be augmented by 


proceeds from the sale of non-core assets. Proceeds from asset sales amounted to over $150 million 


SS 
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in both 1999 and 1998, principally from the sale of surplus or underperforming assets by Canadian 
Pacific Railway and PanCanadian in both years, and the transfer by Canadian Pacific Hotels of 
two properties to Legacy Hotels REIT in 1999. Significant value, over $2.3 billion, was surfaced 
in 1997 through the sale of an equity interest in Laidlaw, the disposal of non-core rail lines, the 
sale of business hotels to Legacy Hotels REIT and the monetization of a lease on the Molson 
Centre in Montreal. 


Canadian Pacific’s continuing strong financial position also supported a share buy-back 
program. The Corporation’s spending included $223 million for the purchase of 6.7 million common 
shares in 1999, $325 million for 8.8 million common shares in 1998 and $272 million for 7.0 million 
common shares in 1997. Consequently, the average number of common shares outstanding in 1999 
decreased to 331.5 million from 335.8 million in 1998 and 345.4 million in 1997. 


The Corporation also increased its quarterly dividend by two cents per common share, 


up to 14 cents per common share, effective with the dividend payable in July 1998. 


The net debt-to-equity ratio remained low, improving to 30:70 in 1999 from 31:69 in 
1998 and comparing to 18:82 in 1997. The consolidated net borrowing position at December 31, 
1999 was $3,745 million, with a strong net debt-to-cash flow ratio of 1.6:1. 


Share Price 


The Corporation’s common share price on The Toronto Stock Exchange ranged from a low of 
$25.95 to a high of $40.65 and closed at $31.05 in 1999. The 1998 and 1997 year-end common 
share closing prices on The Toronto Stock Exchange were $28.75 and $38.50, respectively. 


NET DEBT AS RATIO OF 
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Operating Results By Business 


CANADIAN PACIFIC RAILWAY 
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IN 1999, CANADIAN PACIFIC RAILWAY CONTINUED WITH ITS THREE-PRONGED STRATEGY OF 
AGGRESSIVELY REDUCING COSTS THROUGHOUT THE SYSTEM, REVITALIZING ITS ASSETS AND 
SEEKING REVENUE GROWTH OPPORTUNITIES. THE YEAR SAW THE SUBSTANTIAL COMPLETION 
OF A $3.3 BILLION, FOUR-YEAR FRANCHISE RENEWAL PROGRAM FOR HIGH-PERFORMANCE 
LOCOMOTIVES, ADVANCED INFORMATION SYSTEMS, EXPANDED INTERMODAL FACILITIES, AND 
TRACK AND YARD UPGRADES. THIS PROVIDED THE FOUNDATION FOR THE COMPANY TO MOVE 
INTO A MORE BROADLY BASED PHASE OF ENHANCING EFFICIENCY AND SERVICE LEVELS AND, 
IN MID-YEAR, IT IMPLEMENTED A NEW OPERATING PLAN. THE NEW OPERATING PLAN IS 
TARGETING OPTIMIZED TRAIN OPERATIONS, SUPERIOR EQUIPMENT UTILIZATION AND 
IMPROVED SERVICE LEVELS. THESE IMPROVEMENTS ARE DERIVED FROM THE REJUVENATED 
ASSETS AND, TOGETHER WITH EXPECTED SUPPLIER COST REDUCTIONS, ARE ANTICIPATED TO 
RESULT IN ANNUAL SAVINGS BY 2001 OF SOME $300 MILLION, EXCLUDING THE EFFECT OF 


HIGHER VOLUMES, CHANGES IN THE PRODUCT MIX AND INFLATION. 
SEES TESS PRE MP ESE SE SS TS 2TH ITS TO ES 


Canadian Pacific Railway 


(earae Morre alain spectal teens) es e gee asl 
| QReesahes $ 3,496 | § 3,472 $ 3.583 
Expenses wlict Face, 2,733 | = 2,751 aa 2D) 915 
Operating income $ 763 | $ 721 $ 668 
Operating ratio 78.2% 79.2% 81.4% 


Er Ser BESET 55S 5 2 OS ee 


OPERATING INCOME 
OPERATING CASH FLOW OPERATING 


INCOME ($ millions) RATIO Canadian Pacific Railway’s operating 
aka See income, excluding special items described on 
@ Including Special Items SPECIAL ITEMS ; : 

w Excluding Special Items (%) page 20, continued its upward trend in 1999, 


a reaching $763 million, up $42 million from 
| 1998 and $95 million from 1997. 1999 was 


80 the railway’s fourth consecutive year of 


record operating income. 


78 ; 
Strong performance in the most 


service-sensitive markets, such as intermodal 
76 
and automotive, and reductions in operating 


* expenses more than offset weakness in bulk 


commodity markets experienced in 1999 
, and 1998. The operating ratio was 78.2% 

97 98 99 97 98 99 97 98 99 cnt ae 
a ae eeepc a I in 1999, significantly better than 79.2% in 


mW 668 721 763 1998 and 81.4% in 1997, excluding special 
items in all years. 
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Cash flow of $862 million in 1999 was up $101 million from $761 million in 1998 and 
up $129 million from $733 million in 1997. The increases in 1999 and 1998 were mainly due to 
the continuing improvement in operating income. The ROCE, excluding special items, was 10.7% 
in 1999 and compared with 11.3% in 1998 and 11.4% in 1997. 


A key objective of the company’s new operating plan is to ensure a strong return on 
investment. An increase in train lengths, fewer intermediate terminal handlings and other initiatives 
made more efficient use of assets without compromising service levels. Gross train weights were 
up 5% compared with 1998. Maximizing the use of the new high-performance, alternating current 
locomotives and reducing yard and terminal dwell times were the principal reasons for an almost 
14% increase in 1999 in gross-ton-mile (GI'M) per available horsepower per day. Improved car 
trip planning contributed to a 4% increase in car miles per car day. Aggressive new targets have 
been set for 2000 and 2001. Additionally, the number of active employees at year-end was reduced 
by 6% to 18,150. 


REVENUES 


Revenues totalled $3,496 million in 1999, up slightly from $3,472 million in 1998, and down 2% 
from $3,583 million in 1997, excluding special gains on non-core asset sales in 1998 and 1997. 
The railway derives most of its revenues from the movement of freight. Other revenues, principally 
switching, demurrage and terminal service charges, totalled $172 million in 1999, $157 million 
in 1998 and $154 million in 1997, excluding special items. 


Freight revenues were $3,324 million in 1999 and compared with $3,315 million in 1998 
and $3,429 million in 1997, including freight revenues of $52 million earned by the Kansas City 
and Corn Lines prior to its sale early in April 1997. Although freight revenues were essentially flat 
over the period, the proportions of bulk and non-bulk revenues changed significantly. Non-bulk 
revenues represented 55% of the total 
freight revenues in 1999, up from 47% in 


1997. Strong performances in the highly ee rate cs 2 ee oe 

service-sensitive non-bulk groups, such ON-TIME (tons) AVAILABLE 
PERFORMANCE HORSEPOWER 

as intermodal, automotive and forest (% within six hours) PER DAY 

products, largely offset a $294 million 100 , 5,200 175 | 
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in non-bulk traffic eventually offset the declines in bulk commodities experienced in 1998. Revenue 
per RTM was 3.31 cents in 1999, compared with 3.45 cents in 1998 and 3.41 cents in 1997. The 
reduction in revenue per RTM in 1999 was a reflection of competitive pressures and a longer average 
hauling distance for some commodities. In 1998, the pressure on revenue per RTM was offset by 
variations in the traffic mix. 
Revenues Changes Changes 
(in millions) 1999 Volume Price 1998 Volume Price 1997 
Freight revenues, 

excluding KCCL $ 3,324 150 (141) $ 63,315 (109) 47 o 3,377 
KCel 2 = 52 
Other revenues 2 201 288 

$ 63,496 $ 63,516 $ 3,717 

Freight Revenues 
(in millions) 1999 % 1998 1997 
Grain $ 688 21 $ 741 $ 826 
Coal, sulphur and fertilizers 811 24 902 967 
Forest products 361 Lil 325 310 
Industrial products 433 13 430 430 
Intermodal 752 23 679 616 
Automotive 279 8 238 228 
Sub-total 3,324 100 Sehills S877, 
INCKEIL? = = = 52 
Total freight revenues $ 3,324 100 $ B15 $ 3,429 


* Revenues associated with the Kansas City & Corn Lines (KCCL) that was sold in April 1997. 


Grain revenue was $688 million in 1999, down $53 million from $741 million in 1998 
and down $138 million from $826 million in 1997. The decreases of 1999 and 1998 were largely 
attributable to lower shipments following a record crop year in 1996/1997 that coincided with 
strong demand on world markets. In addition, the Canadian Transportation Agency mandated a 
1.2% rate reduction on grain shipments effective August 1998 and this was only partially offset 
by an allowed 0.4% rate increase effective August 1999. In the last months of 1999, the erosion 


of grain volumes had eased significantly. 


Revenue from the coal, sulphur and fertilizers group of $811 million in 1999 was down 
$91 million from $902 million in 1998 and $156 million from $967 million in 1997. The declines 
were principally due to lower coal revenues. Weak coal prices adversely affected rates that are partially 
indexed to changes in market prices. Coal shipments showed some recovery in 1999 after the initial 
declines of 1998. The railway’s largest coal customer is its sister company, Fording, which through 
aggressive marketing efforts increased its coal sales in 1999 despite intense competitive pressures. 
In 1999, a weakening of demand in domestic markets, as well as a loss of some business, adversely 


affected fertilizer revenues. Sulphur revenues increased 9% over the past two years. 
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Revenue from forest products increased to $361 million in 1999, up from $325 million 
in 1998 and $310 million in 1997. This growth was due primarily to stronger demand in 1999, 
and the addition in 1999 and 1998 of reload centres and a new car fleet that attracted new traffic | 
onto the network and boosted market share. RTMs for this product group were up 18% in 1999 
and 2% in 1998. 


Industrial products revenue was essentially flat at some $430 million in each of the years. 
While there was more than a 6% increase in shipments in 1999 from 1998, due mainly to higher 


demand for steel products, rates were down because of an increase in the average length of haul. 


A good record of on-time performance, specialized service offerings and expanded terminal 
capacity combined with a healthy economy to bring intermodal revenue up to $752 million in 
1999, a gain of 11% over 1998 and 22% over 1997. 


Canadian Pacific Railway is focused on growing its intermodal traffic. The railway expanded 
its intermodal terminal capacity in Vancouver, Calgary, Toronto and Montreal, increasing their 
combined handling capacity by 60% in the last two years. The company has always enjoyed a strong 
market share in traffic through the ports of Montreal and Vancouver and it now has enhanced 
access to key markets on the U.S. East Coast, particularly New York City. The company has 
strengthened its interline connections and added new intermodal facilities in New Jersey and 
Philadelphia in 1999. 


In addition, the company is successfully developing relationships with major shippers, 
including new port-of-first-call contracts at the Port of Vancouver. Canadian Pacific Railway is 
also working with trucking companies to help them provide a faster service and boost its own 
intermodal traffic. In 1999, it introduced a short-haul, roll-on roll-off truck trailer service named 
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Expressway. Trailer units can be driven on and off the rail cars, significantly reducing the loading 
and unloading times. The service is geared towards carrying truck trailers that are normally 
transported on heavily congested highways which impair transit times and service reliability. 


Automotive revenue of $279 million in 1999 was up 17% from 1998 and 22% from 1997 
as automotive manufacturers experienced strong demand. As well, the railway has successfully focused 
on adding inbound automobile traffic at the Port of Vancouver and also benefited from plant 


expansions by some of its major automotive customers in Ontario. 


Canadian Pacific Railway has a revitalized network and strong competitive position that 
give it the capacity to grow revenues and pursue new opportunities. There are three key areas for 
potentially significant development. First, in the Vancouver to Chicago corridor, the railway holds 
a strong competitive advantage in transit times and strong connections to other Class I railroads. 
As well, recent investments on this corridor provide the railway with more capacity to fully benefit 
from these advantages. The second is the establishment of expanded services in the U.S. Northeast, 
including New York City, stemming from important new access arrangements with other Class I 
railroads, such as Norfolk Southern and CSX Corp. Finally, the company has a strong presence 
in the Montreal to Chicago corridor which it will continue to grow, in part through the Expressway 


short-haul service. 


OPERATING EXPENSES 


The continuing pursuit of cost efficiencies resulted in another year of lower operating expenses 


and a record low operating ratio of 78.2%, excluding special items. 


Excluding special items, operating expenses at $2,733 million in 1999 were down 
$18 million from 1998, despite an increase in GI'Ms of 5% and a sharp rise in fuel prices. The 
early effects of the new operating plan were a significant contributor to the lower operating expenses. 
Compared with the same period in 1998, operating expenses in the last six months of 1999 rose 


by just under 2%, while the workload was up 10%. 
In 1998, operating expenses of $2,751 million were down nearly 6% from $2,915 million 


in 1997, mainly because of cost savings in 1998 and, to a lesser extent, a 2% decline in GI'Ms. 


In both years, there was a shift in the traffic mix to include a greater proportion of non-bulk 
freight that is more costly to serve. Overall, operating expenses per GIM were down to 1.42 cents 
in 1999 from 1.51 cents in 1998 and 1.56 cents in 1997. 


Operating Expenses 

(in millions, excluding special items) 1999 | 1998 1997 
Compensation and benefits : $ 173) $ ileal $ 12) 
Material 199 | 235 231 
Purchased services and other 520 546 593 
Fuel 279 282 343 
Rentals 270 258 287 
Depreciation and amortization 292 | 279 249 


Total $ TSS) ® 2, $ 2915 
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Compensation and benefits totalled $1,173 million in 1999 and were up from $1,151 million 
in 1998. The increase was mainly attributable to inflationary rate increases, higher workloads and 
annual year-end incentive payments, partially offset by workforce reductions and benefits from 
the new operating plan. The 1999 and 1998 outlays for compensation and benefits compared 
favourably with $1,212 million in 1997. The effects of the railway’s cost reduction efforts were 
reflected in improved efficiencies as GI'Ms per average number of active employees were up to 


10.0 million in 1999, an increase of some 9% from about 9.2 million in both 1998 and 1997. 


Material and purchased service expenses totalled $719 million in 1999, down from 
$781 million in 1998 and $824 million in 1997. These declines were chiefly attributable to a decrease 
in maintenance requirements, arising from the recent modernization of the asset base, and a 


reworking of procurement systems to ensure better cost control. 


Spending for fuel was $279 million in 1999, $282 million in 1998 and $343 million in 
1997. Throughout the period, the fuel efficiency and higher productivity of the new alternating 
current locomotives favourably affected consumption. It declined to 5.21 litres per thousand GIM 
in 1999, 8% and 12% better than 5.66 litres per thousand GTM in 1998 and 5.89 litres per thousand 
GTM in 1997, respectively. As fuel prices rose in 1999 following a sharp decline in 1998, fuel 


efficiency, and to a lesser extent a hedging gain, were able to offset the adverse effect on costs. 


Rental expense increased slightly to $270 million in 1999 from $258 million in 1998, 
but was down from $287 million in 1997 when the company leased additional equipment to maintain 
service levels during the severe winter weather of 1996/1997. Higher expenses in 1999 were due 


principally to an increase in the hired car fleet required to service strong growth in the non-bulk traffic. 


As the franchise renewal capital program drew to a conclusion, depreciation expense rose 


to $292 million from $279 million in 1998 and $249 million in 1997. 


GROSS TON GROSS TON OPERATING FUEL 
MILES PER MILES PER COSTS PERIGIM EFFICIENCY 
AVERAGE MILE OF ROAD (cents, excluding (litres/1,000 GTM) 
NUMBER OPERATED special items) 
OF ACTIVE (thousands) 
EMPLOYEES 
(millions) 
10.0 l] 15,000 1.60 6.25 
| 
9.5 12,000 1.50 a on 
a | | 4 
9.0 | 9,000 | 1.40 : | a 
a5 6,000 130 =f ff 250 
| i i 
80 | 3,000 | | 1.20 ' i 1.25 
| i 
| [ \, | : 
7 | r 4 . | \ i 
O78 199 97 98 99 97 98 99 97 98 99 
93 9.2 0.0 12,351 12,630 13,387 186) AST 2! 5.89 5.66 5,21 
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CAPITAL SPENDING 


Spending on additions to properties was approximately $850 million in both 1999 and 1997 and 
was over $1.1 billion in 1998. Capital spending started to decline in 1999 as the major areas for 
franchise renewal had been addressed. As part of the program, trackbed was strengthened, signals 
upgraded, sidings extended, high-power locomotives acquired and higher capacity freight cars added 
to the fleet. In addition, yards and terminals were modernized and expanded, and the company 
adopted powerful new information technology. A significant proportion of this spending was funded 
by the rationalization of the network and sale of other non-core assets. Proceeds from these sales 
amounted to over $525 million, principally from asset sales in 1997. The railway will continue to 


identify and realize value on surplus or underperforming assets. 


Capital expenditures in 2000 are expected to return to more typical levels for the railway, 
approximately $575 million. The capital outlay will be used for expansion of the railway network 


in areas supporting key business growth initiatives, track improvements and new information systems. 


Locomotives — Road and Yard Units 1999 1998 
Age in Years Number % Number % 
O=5 330 Pil 293 18 
@= 110) 21 1 81 5 
15 197 1 199 12 
lo=20 O77, lb, 2A 13 
Over 20 842 54 857 WS? 

1,587 100 1,641 100 

OUTLOOK 


IDPS) 
CAPITAL INVESTMENT 


Locomotives ————————_—_ 
25% 


Othe: = —— 
8% 


Information 
Systems 
14% 


Terminals ——— 
7% 


Track and —————— 
Roadway 
46% 


In 2000, Canadian Pacific Railway expects to continue to benefit from 
expense reductions. Further increases in non-bulk traffic are anticipated, 
but any recovery in bulk commodities is likely to be modest. The company’s 
cash flow should benefit, and cash flow after the capital program should 
be positive in 2000. 
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CP SHIPS 


OVER THE PAST FEW YEARS, CP SHIPS CONTINUED TO BENEFIT FROM INCREASED MARKET 
SHARE IN ITS ESTABLISHED SHIPPING SERVICES AND FROM THE ADDITION OF NEW SERVICES 
BY ACQUISITION. THE COMPANY ACQUIRED LYKES LINES AND CONTSHIP CONTAINERLINES 
IN 1997 AND IVARAN LINES AND AUSTRALIA NEW ZEALAND DrirREcT LINE (ANZDL) 
IN 1998. EARLY IN 1999, THE COMPANY MERGED LYKES LINES AND IVARAN LINES INTO 
AMERICANA SHIPS, A 50/50 JOINT VENTURE WITH TRANSPORTACION MARITIMA MEXICANA 
S.A. DE C.V. (TMM). LATE IN 1999, THE COMPANY AGREED TO ACQUIRE TMM’s INTEREST. 
IT IS EXPECTED THAT, BY THE END OF THE FIRST QUARTER OF 2000, CP SHIPS WILL HAVE 
FULL CONTROL OF AMERICANA SHIPS, INCLUDING THE TMM LINES BRAND. 

CP SHIPS IS FOCUSED ON THE NORTH ATLANTIC, AUSTRALASIA AND LATIN 


AMERICA TRADES. FULL OWNERSHIP OF AMERICANA SHIPS WILL MAKE IT THE SIXTH LARGEST 


CONTAINER SHIPPING LINE IN THE WORLD. 


OPERATING INCOME 


| Operating income was $129 million in 1999, down from the prior year’s record of $178 million 
and 1997's $157 million. In 1999, the benefits of cost savings together with a significant increase 
in size and diversification into the Australasia and Latin America trades were offset by the effect 
of lower rates, particularly in the North Atlantic trade. Cash flow was more resilient, amounting 
to $178 million in 1999, compared with $218 million in 1998 and $185 million in 1997. The ROCE 
was 13.2% and compared with 24.0% in 1998 and 38.5% in 1997. 


In 1999, the company experienced substantial freight 


rate reductions, averaging 14% overall, across many trades as 


ee EES STISE OTN well as start-up losses at Americana Ships. These effects were 
aa reee SAerow only partially offset by sey operations, major oo savings, 
INCOME (8 millions) and a full year contribution from ANZDL, acquired late in 
($ millions) é 

960 = es 1998. However, the company closed 1999 with a record fourth 


quarter operating income due to some recovery in rates and 
the compound effect of cost reduction programs throughout 
the year. In 1998, cost savings and expanded activities offset 


most of the pressure on rates in that year. 


Cie ey 8D) 
167 178 129 
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CP Ships 


(in millions) 1999 1998 1997 
Revenues $ DUS $ 2,647 $ 1,476 
Expenses 2,670 2,469 1,319 
Operating income $ i) $ 178 $ 1577 


NORTH ATLANTIC TRADES 


CP Ships has 11 separate direct weekly services between North America, from Montreal down 
to Mexico, and Europe, from Hamburg over to Italy. Under five different brands, these trades 
represent more than half of CP Ships’ total volume. 


Even as the largest carrier on the North Atlantic, CP Ships was not immune from general 
downward freight rate pressure in 1999, stemming from new competitors shifting their excess capacity 
to the North Atlantic trade and deregulation. Average revenue declined 14% and there was a 
substantial reduction in profits from the North Atlantic services. In the second half of the year, 
continuing strength in the U.S. economy led to a pick-up in European export volumes and associated 
rate improvements. Overall, carryings in the year increased by 2%. This trend is expected to continue. 


In 1999, cost reduction programs for the operations on the North Atlantic trades included 
the retonnaging of Cast, the reconfiguring of Lykes Lines and TMM Lines and the consolidation 
of terminal activities in Antwerp. These actions limited the erosion of the operating income margin. 
Results improved significantly in the fourth quarter. 


AUSTRALASIA TRADES 


The acquisition of ANZDL and Contship Containerlines created a strong CP Ships’ market presence 
in the Australasia trades with five separate services. ANZDL, from North America, and Contship 
Containerlines, from Europe, service Australia, New Zealand and the Pacific Islands. In addition, 
ANZDL is a major participant in the TransTasman trade 
between Australia and New Zealand and, in May, purchased 


two second-hand roll-on roll-off ships for this trade. REVENUES CONTAINER 
(8 millions) CARRYINGS 
Freight rates in the Australasia trades were also down (thousand teus) 
due chiefly to excess capacity in the Asia import trades being oa = ee 
used for relay to Australasia. However, overall volumes were 
' : . 2,400 g 
strong. Major retonnaging and rescheduling of three of the me 
services significantly reduced ship system costs and together 
; ; ‘ ; 1,800 900 
with other savings contributed to improved profits. 
LATIN AMERICA TRADES ee ah 
Over the last two years, the Latin America trades were adversely A 
; i f 60C 300 
affected by substantially increased capacity and new entrants, 
as well as sharply reduced demand after the Brazilian — At 
97 98 99 97 98 99 
1,476 2,647 2,799 671 1,160 1,373 
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economic downturn. However, in the Europe-Latin America trade, freight rates recovered following 
capacity rationalization across the whole trade. Asia~Latin America services performed better. The 
U.S.-Latin America trades have been slower to recover. CP Ships restructured all of its various 
routes to improve service and lower costs. These efforts brought about a breakeven position in 
1999 that contrasted with a loss in 1998. 


REVENUES 


CP Ships’ revenues rose to $2,799 million from $2,647 million in 1998. Incremental revenues from 
Americana Ships and the full year contribution from ANZDL were only partially offset by significant 
decreases in freight rates on most trades. The 1998 revenues, up $1,171 million from 1997, reflect 
the addition of Lykes Lines and Contship Containerlines for a full year and Ivaran Lines and 
ANZDL for a portion of the year. 


Total container carryings rose to 1,373,000 twenty-foot equivalent units (teus) from 
1,160,000 teus in 1998 and up from 671,000 teus in 1997, because of the addition of new lines 
and underlying growth. After obtaining full ownership of Americana Ships, volumes are expected 
to be approximately 1.8 million teus in 2000. 


OPERATING EXPENSES 

Operating expenses for CP Ships were $2,670 million in 1999, up 8% from $2,469 million in 1998 
and double the $1,319 million recorded in 1997. The increases reflect the acquisition of new lines. 
On a comparable basis, overall cost per teu was down 5% in 1999 as higher fuel prices were more 


than offset by strong company-wide cost savings. 


The company continues to reduce costs and increase efficiency across its operations. 
By year-end, CP Ships’ new initiatives in 1999 achieved annualized savings of $150 million at 
Americana Ships and $100 million throughout its other operations. 


CAPITAL SPENDING 


Capital expenditures at CP Ships were $127 million in 1999, essentially unchanged from 1998 
and up from $89 million in 1997. Spending was primarily for the purchase of new containers 
and second-hand ships, as well as upgrades of information systems. In 2000, the company will continue 
to invest in new containers as part of its program to maintain their quality and reduce the proportion 


of leased containers and in information systems to achieve operating and cost efficiency. 


OUTLOOK 


Freight rates are expected to improve in many of CP Ships’ trade lanes and should stabilize elsewhere. 
Demand should continue to grow. Economists are forecasting growth in containerized cargo of 8% 
in 2000, supported by a recovery of the Asian economies. CP Ships will concentrate on driving down 


unit costs as well as improving and adding to its various services to better its operating performance. 
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PANCANADIAN PETROLEUM 


err een aes aR ESTES Ma SOERON (h D ICE EON] Oe En SEMEN SST Se FOE FG UL eR Oa TRAPS oe Pee] UTD SAD DIV ISLS ee 


IN 1999, PANCANADIAN’S FOCUS ON INCREASING NATURAL GAS PRODUCTION AND 
CONTROLLING OPERATING EXPENSES, COMBINED WITH STRONG ENERGY PRICES, PRODUCED 
A RECORD YEAR FOR BOTH INCOME AND CASH FLOW. THE COMPANY ALSO ACHIEVED A 


HIGHER RESERVE REPLACEMENT RATE AT A LOWER FINDING AND DEVELOPMENT COST. 


le ha) sl Se VEG SS eee s sae Pe a Ss ee ES TE Ss 
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OPERATING 
INCOME 
($ millions) 


PanCanadtan Petroleum 


(in millions) 19995) 1998 1997 
Revenues $ 3,873 | $ 2,966 $ 3,239 
Expenses 35305% 2,714 2,739 
Operating income $ 568 $ 252 $ 500 


OPERATING INCOME 


PanCanadian’s contribution to operating income of $568 million and cash flow of $1,110 million 
represented record results due primarily to higher energy prices. Realized prices, after hedging, 
were up 42% for crude oil and up 24% for natural gas. 1999 results compare with operating income 
of $252 million and cash flow of $803 million in 1998 when there was a significant drop in world 
oil prices. PanCanadian’s operating income was $500 million and cash flow was $961 million in 
1997. The ROCE was 10.1% in 1999, up from 4.8% in 1998, but down from 11.0% in 1997. 


REVENUES 


Net of Crown royalties, total revenue from all sources was $3,873 million in 1999, up $907 million 
from $2,966 million in 1998 and $634 million ahead of $3,239 million in 1997. 


In 1999, revenue of $1,644 million 


from the production of crude oil, natural 


CASH FLOW REVENUES gas and liquids obtained at the natural gas 
ili ili NE a 
Meet Bee Ae facilities in the field increased $293 million, 

© Excluding Marketing 
Activities or 22%, from 1998. Natural gas revenue 


@ Marketing Activities 


provided $182 million of this advance, 


1,250 4,000 


growing 31% by means of higher 


production and improved natural gas 


1,000 3,200 


prices. Higher crude oil prices boosted 


crude oil revenue by 14% to $803 million 


750 2,400 


and revenue from field liquids also 
benefited from price increases to gain 23%. 
In 1998, crude oil, natural gas and field 
liquids revenues were down $234 million 
from $1,585 million in 1997 due principally 


to lower crude oil prices. 


500 1,600 


250 800 


® 1,610 1,397 1,702 
HM 1,629 1,569 2,171 
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Crown royalties of $138 million paid on the production of crude oil, natural gas and field 
liquids compared to $100 million in 1998 and $142 million in 1997, with the variation from year 


to year being principally related to fluctuations in commodity prices. 


Liquids volumes extracted by four plants at Empress, Alberta, in which PanCanadian 


has an interest, were up substantially in 1999. Revenues of $144 million exceeded 1998 by 66% 


and 1997 by 29%. 


Revenue generated by the marketing of petroleum products and electricity grew to 
$2,171 million, 38% ahead of $1,569 million in 1998 and 33% above $1,629 million in 1997. 


Revenues Changes 
(in millions) 1999 Volume* Price 1998 
Crude oil $ 803 (142) ASS) $ 706 
Natural gas 765 34 148 583 
Natural gas liquids 76 (1) 15 62 
1,644 (109) 402 Lisp 
Empress 144 87 
Other 52 59 
Royalties (138) (100) 
1,702 1,397 
Marketing PGA 1,569 
Total operating 
revenues $ 63,873 $ 62,966 


* Volume figures represent revenue variances resulting from sales. 


CRUDE OIL REVENUES 


Changes 
Volume* Price 
10 (242) 
Sy) (4) 
(5) (32) 
44 (278) 


1997 


$ 938 
548 

99 

1,585 
112 

55 

(142) 
1,610 
1,629 


Revenues from crude oil, before Crown royalties and similar payments, were $803 million in 1999, 


up from $706 million in 1998 but down from $938 million in 
1997. Hedging in the commodity and foreign exchange markets 
resulted in an overall hedging loss of $40 million in 1999, 
compared to a gain of $56 million in 1998 and a loss of 
$42 million in 1997. Of these gains and losses, commodity 
market hedging produced a loss of $1 million in 1999, a gain 
of $84 million in 1998 and a loss of $77 million in 1997. 
Currency hedging in the foreign exchange market accounted 
for the remaining hedging effect, generating losses of 
$39 million in 1999 and $28 million in 1998, versus a gain of 
$35 million in 1997. 


While crude oil prices recovered in 1999, crude oil 
revenues remained below the 1997 level mainly because of lower 
production levels. The company curtailed its crude oil 


investments in light of oversupply conditions and soft demand 
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for crude oil in 1998 and early 1999. As a result, crude oil production per day decreased to 102,000 
barrels in 1999, from over 125,000 barrels in both 1998 and 1997. Included in this production 
were daily heavy oil volumes of 23,000 barrels in 1999, 27,000 barrels in 1998 and 28,000 barrels 
in 1997. 


Approximately 16,000 barrels per day of PanCanadian’s heavy oil is now produced by 
Petrovera Resources, a heavy oil partnership formed in early 1999 with Gulf Canada Resources 
in order to achieve operating and cost synergies for both companies. PanCanadian holds a 53.3% 
interest in Petrovera, which had combined heavy oil and natural gas production averaging 34,000 
barrels of oil equivalent per day between May 1 and December 31, 1999. For the purposes of its 
operations, PanCanadian defines heavy oil as crude oil with a gravity less than 18° API that typically 
has associated sand production and requires diluent for transportation. 


PanCanadian’s average realized price per barrel of crude oil, excluding hedging, was up 
62% to $22.57 in 1999 following a decline to $13.91 in 1998 from $21.17 in 1997. West Texas 
Intermediate (WTT) crude oil prices averaged U.S.$19.30 per barrel in 1999, up 34% from 
U.S.$14.40 per barrel in 1998 but still down 6% from U.S.$20.61 per barrel in 1997. The average 
differential between the price of heavy versus light crude oil improved over the period. The average 
differential, measured by the Lloyd Blend heavy oil price per barrel, was U.S.$4.31 in 1999, U.S.$5.52 
in 1998 and U.S.$6.55 in 1997. 


Weighted Averag e Prices Received 


(excluding hedging) 1999 1998 1997 
Crude oil (per barrel) $ 22 ok $ 13291 $ Dey, 
Natural gas liquids (per barrel) $ 16.89 $ 13.61 $ 20.58 
Natural gas (per thousand cubic feet) $ 2.66 $ Delis $ 1) 
NATURAL GAS REVENUES 
GAS PRICE NATURAL GAS Natural gas revenues increased significantly due to increased natural 
(excluding hedging, PRODUCTION : J A ; 
$ cer vhossand ipviligons eabn gas production in 1999 and 1998 and better prices in 1999. Before 
ee Ue Eile Crown royalties and similar payments, revenues from natural gas 
875 were $765 million in 1999, up $182 million from $583 million in 
1998 and up $217 million from $548 million in 1997. Commodity 
700 |] | and currency hedging combined to produce an overall hedging loss 


EE of $32 million in 1999, compared with a loss of $21 million in 
a 1998 and a gain of $21 million in 1997. These results reflected 
| commodity hedging gains of $7 million in 1999, $2 million in 1998 


en on and $4 million in 1997, as well as a currency hedging loss of 
| $39 million in 1999, loss of $23 million in 1998, and gain of 
75 | | | $17 million in 1997. 
oe 
97 98 99 
2.66 744 796 848 
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PanCanadian efficiently ramped up natural gas production, concentrating its drilling 
program on its extensive reserves of shallow gas located close to existing infrastructure. Daily 
production averaged 848 million cubic feet in 1999, up 7% over 796 million cubic feet produced 
in 1998 and up 14% over 744 million cubic feet produced in 1997. 


In 1999, PanCanadian received, excluding hedging activities, an average selling price for 
natural gas of $2.66 per thousand cubic feet, up from $2.13 per thousand cubic feet in 1998 and 
$1.99 per thousand cubic feet in 1997. 


PanCanadian realized gas transmission savings of approximately $23 million in 1999 and 
$20 million in 1998 from load retention service rates that became effective in 1998 on the NOVA 
pipeline system. Additionally, an Alberta Energy Utility Board hearing on a distance-based tolling 
system for the transportation of natural gas on the NOVA pipeline system was completed in October 
1999. Implementation of the new tolling system is expected to begin sometime in the second quarter 
of 2000 and will be phased in over the next two to four years. This will further reduce PanCanadian’s 
natural gas transportation costs. 


FIELD NATURAL GAS LIQUIDS REVENUES 


Field natural gas liquids (NGL) are extracted from natural gas production. NGL production volume 
therefore varies with natural gas production levels, and reflects the composition of the natural gas 
as well as the efficiency of the recovery process which separates the NGL from the output of the 
natural gas wells. Average daily production of NGL was 12,000 barrels in 1999 and 13,000 barrels 
in both 1998 and 1997. Realized prices per barrel averaged $16.89 in 1999, $13.61 in 1998 and 
$20.58 in 1997. The revenue contribution of $76 million in 1999 compared with $62 million in 
1998 and $99 million in 1997. 


EAST COAST ACTIVITIES 
In two separate land sales during 


1999, PanCanadian and its partners 


were successful in acquiring 10 
UK 


additional exploration parcels offshore os 2 i ; NORTH SEA 

Nova Scotia, which raises the total », 

number of parcels held by the | NOVA SCOTIA 

company to 15, and the gross ULE OF = 

exploration acreage to over four ° 

million acres (2.4 million net). . 
PanCanadian is the operator on nine ° t 
of the 10 new blocks, and holds . ae 


interests varying from 30% to 100%. 


PANCANADIAN’S OFFSHORE NOVA SCOTIA AND INTERNATIONAL INTERESTS 
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In December 1999, the Copan Project offshore Nova Scotia reached the end of its economic 
life. During 1999, PanCanadian’s 50% share of this project produced revenue of $33 million which 
provided an operating margin of $8 million. Production during 1999 averaged 3,200 barrels per 
day of light oil, compared to 8,200 barrels per day during 1998. The Copan wells will be 
decommissioned in 2000, although parts of the infrastructure will be preserved to support further 
exploration. PanCanadian’s development work extended the expected producing life of the project’s 
fields by more than two years. 


INTERNATIONAL VENTURES 


Outside Canada, PanCanadian is involved in crude oil and natural gas exploration primarily in 
the Gulf of Mexico, the U.K. sector of the North Sea, Australia and Africa. In 1999, PanCanadian 
spent $98 million on international exploration activities compared with $146 million in 1998. 
International exploration plays accounted for approximately 12% of the company’s capital 
expenditures in 1999, largely unchanged from 1998 and 1997. 


Late in 1999, PanCanadian agreed to purchase interests in the Scott and Telford producing 
oil fields located in the U.K sector of the Central North Sea, as well as an interest in the exploration 
lands surrounding the Scott and Telford producing unit. The purchase is expected to close later 
in the first quarter and the purchase price should be approximately $255 million. These interests 
are expected to add 12,000 barrels of light oil and eight million cubic feet of natural gas to the 
company’s daily production in 2000 and are located in the immediate vicinity of other lands in 


which the company owns an interest and has identified exploration prospects. 


MARKETING AND MIDSTREAM OPERATIONS 


PanCanadian’s marketing activities include the marketing of proprietary and third-party natural 
gas, crude oil, NGL and electricity. Its midstream activities involve ownership as well as the operations 
of NGL extraction and storage, co-generation plants and product pipelines. 


Marketing revenues related to third-party products increased to $2,171 million from 
$1,569 million in 1998 and $1,629 million in 1997, primarily due to an increase in natural gas 
prices and third-party volumes. Purchased product expenses increased $601 million to $2,136 million 
from $1,535 million in 1998 and $534 million from $1,602 million in 1997, reflecting the higher 
prices of natural gas. Gross operating margins on these activities were $35 million in 1999, 
$34 million in 1998 and $27 million in 1997. Intense market competition kept margins tight, though 
there had been some easing in 1998. 


PanCanadian’s marketing arm, PanCanadian Energy Services, marketed an average daily 
volume of 2.2 billion cubic feet of natural gas in 1999, up from 1.8 billion cubic feet in 1998 and 
1.9 billion cubic feet in 1997. Marketed volumes in 1999 included approximately 746 million cubic 
feet per day of PanCanadian’s own production. In 1999, PanCanadian Energy Services also sold 
267 megawatt hours of electricity per day mainly in the U.S. Southeast. 
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The crude oil marketing division marketed 160,000 barrels of crude oil per day in 1999; 
compared with 200,000 barrels of crude oil per day in 1998 and 190,000 barrels of crude oil per 
day in 1997. A reduction in 1999 in both proprietary and third-party volumes was related to the 
low crude oil prices in 1998 and early 1999. PanCanadian’s field and Empress NGL, as well as 
third-party NGL, are marketed through Kinetic Resources, a company in which PanCanadian 
owns a 75% interest. Kinetic Resources sold a total of 56,000 barrels per day of NGL in 1999, 
compared with 66,000 barrels per day in 1998 and 54,000 barrels per day in 1997. 


Midstream operations include interests in production at the four NGL extraction plants 
at Empress, Alberta, as well as a cogeneration plant in Ontario, an NGL storage facility, an NGL 
pipeline and various crude oil pipelines in Western Canada. Production of NGL at the Empress 
plants was 26,000 barrels per day in 1999, up from 13,000 barrels per day in both 1998 and 1997. 
Effective January 1999, arrangements relating to the production of ethane at Empress expired and 
were replaced by contracts that resulted in a dramatic increase in reported sales volumes of ethane. 
Revenues from PanCanadian’s interests in the Empress plants were $144 million in 1999, up from 
$87 million in 1998 and $112 million in 1997. 


OPERATING EXPENSES 


PanCanadian continues to emphasize cost management. Operating costs for crude oil and natural 
gas production were down 5% to $3.88 per barrel of oil equivalent (boe) in 1999 from $4.07 per 
boe in 1998 and $4.99 per boe in 1997. (In this report, oil equivalent volumes are converted at 
6,000 cubic feet of natural gas to one barrel of oil.) 


Administrative expenses associated with crude oil and natural gas operating activities were 
$55 million in 1999, $58 million in 1998 and $47 million in 1997, averaging on a unit basis $0.59 
per boe in 1999, compared with $0.59 in 1998 and $0.49 in 1997. Including other activities such 
as marketing and mid-stream operations, total administrative expenses of $95 million in 1999 and 
$93 million in 1998 were up from $74 million in 1997 chiefly due to a reduction in the extent to 
which administrative costs were capitalized. As well, 1999 expenses were increased by higher incentive 
pay accruals and charges for a supply management project, while 1998 expenses reflected one-time 
costs associated with a 10% reduction in the workforce. 


Operating Expenses 
(in millions) 1999 1998 1997 
Cost of sales $ 354 $ 395 $ 455 
Administration 95 93 74 
Depreciation and amortization 190 202 174 
Depletion 433 432 377 
1,072 il ale)» 1,080 
Empress 97 57 yi 
Purchased product 2,136 1535 1,602 
eee yOUL 
Total operating expenses $ 3,305 $ 2,714 $ 2,739 
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The rate of depletion, depreciation and amortization, excluding reclamation, for Canadian 
exploration and development was $6.36 per boe in 1999, compared with $6.16 per boe in 1998 
and $5.83 per boe in 1997. The depletion, depreciation and amortization expenses of $623 million 
in 1999 included a $37 million writedown of international operations, primarily in Venezuela. 
In 1998, depletion, depreciation and amortization increased $83 million to $634 million and 
included an $18 million charge primarily for a reclamation provision for the company’s East Coast 
offshore operations. 


If purchased product expenses and cost of sales at the Empress plants are excluded, operating 
expenses of $1,072 million in 1999 were down 4% from $1,122 million in 1998 and were comparable 
to $1,080 million in 1997. 


CAPITAL SPENDING 


Capital expenditures of $844 million in 1999 compared with the 1998 level of $894 million and 
were significantly below $1,245 million in 1997, excluding the purchase of CS Resources for 
$466 million in that year. 


Proved reserve additions totalled 144 million boe in 1999, before acquisitions and 
dispositions, compared with 76 million boe in 1998 and 157 million boe in 1997. The reserve 
replacement rate of 154% in 1999 was up from 76% in 1998 and compares to 163% in 1997. Total 
finding and development costs were down significantly to $5.38 per boe in 1999 from $10.82 per 
boe in 1998 and $6.82 per boe in 1997. In Western Canada alone, finding and development costs 
were also down substantially to $4.55 per boe in 1999 from $8.47 per boe in 1998 and $5.97 per 
boe in 1997. 


OULBOOE 


PanCanadian will continue to emphasize the development of 
PROVED RESERVES 


LIQUIDS REPLACEMENT its natural gas prospects in the Western Canadian basin to take 
PRODUCTION ASA a 
(etsendeat PERCENTAGE advantage of the positive natural gas marketplace and the 
barrels per day) OF PRODUCTION company’s unique resource base. PanCanadian’s Palliser unit 
(before acquisitions and i f a : ; F 
dispositions - BOE) in this basin includes low-risk, shallow reservoirs which are 
ve situated on fee land, have low finding and development costs 
[| and are close to existing infrastructure that will facilitate 
oe development. PanCanadian also has access to low-cost 
pipeline transportation to market, made possible by recent load 
a retention rate agreements and a proposed distance-based pricing 
_ system. 
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FORDING 


SBE ES SEE EI ASE BIA IA EAA SA VE SEL SIRT DLT RE DE EE TE DEBTS BI BEY BL ES 


FORDING IS THE LARGEST, LOWEST-COST, METALLURGICAL COAL EXPORTER IN CANADA. 
GIVEN LOW MARKET PRICES FOR METALLURGICAL COAL, FORDING IS FOCUSING ON 
STRENGTHENING AND EXPANDING ITS CUSTOMER BASE, INCREASING SALES VOLUMES AND 
CONTROLLING COSTS. IN 1999, INCREASES IN SALES VOLUMES OF 15% AND COST 


REDUCTIONS OF 12% PER UNIT WERE OFFSET BY SIGNIFICANTLY REDUCED PRICES. 


LN A RO ASTON oD TEL YY SLE TA GAREY NDAD ED IE NTL TT DET PAL 9 WE EE) SE LE AO 


Fording derives the bulk of its revenue by exporting metallurgical coal from its mountain mining 
and processing operations in British Columbia. Fording’s prairie mining operations deliver thermal 
coal for electricity generation, perform overburden removal at Mildred Lake for Syncrude Canada 
Ltd. and receive royalties for third-party use of its mineral reserves. Fording’s wholly owned 
subsidiaries, NYCO Minerals Inc. in the U.S. and Minera NYCO S.A. de C.V. in Mexico, comprise 
Fording’s industrial minerals operations. The industrial minerals operations derive most of their 
revenues and operating income from wollastonite, a non-metallic industrial mineral used in the 
_ manufacture of ceramics, plastics, coatings, friction materials, refractories and fire-resistant wallboard. 


Fording is the largest producer of wollastonite in the world. 


Fording 

(in millions) _ = NY 1998 - 1997 
Revenues $ 856 $ 906 $ 1,018 
Expenses 792 777 821 
Operating income $ i 64 i $ 129 § ; 197 


OPERATING INCOME 


Fording’s operating income declined to $64 million in 1999 from 
$129 million in 1998 and from a record $197 million in 1997. 


The decline in operating income was due primarily to reductions 


| 
SE SS OE PT 


OPERATING CASH FLOW in prices for metallurgical coal. As a result of the soft demand 
INCOME ($ millions) fa ine 
($ millions) and oversupply in this market, the contract price to supply hard 


250 a coking coal to the Japanese steel mills consortium for the coal 
| year that started April 1, 1999 declined 18%, following a 5% 
a decrease in the prior contract year. Similar or larger price declines 


in other markets contributed to a 20% reduction overall in the 
150 


received price for export coal in 1999, and a 4% drop in 1998. 


Lower prices led to a cash flow of $106 million in 1999, 
down from $143 million in 1998 and $227 million in 1997. 
Similarly, the ROCE declined to 6.1% in 1999 compared with 
12.2% and 21.3% in 1998 and 1997, respectively. 
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Revenues Changes Changes 


(in millions) 1999 Volume* Price 1998 Volume* Price 1997 


Mountain mining 


operations S72) 117 (174) $ 769 (73) (37) $ 879 
Prairie operations 85 83 85 
Industrial minerals 

operations 59 54 54 

$ 856 $ 906 $ 61,018 


* Volume figures represent revenue variances resulting from sales. 
REVENUES AND OPERATING EXPENSES 


Fording’s revenues of $856 million in 1999 were down $50 million from $906 million in 1998 and 
down $162 million from $1,018 million in 1997, due principally to the decline in export coal prices. 


Operating expenses totalling $792 million in 1999 were up 2% from $777 million in 1998, 
but down 4% from $821 million in 1997. The variances chiefly reflected the change in sales volumes 
of export coal. In 1999, lower unit costs of export coal partially offset the higher costs associated 


with an increase in sales volume. 


MOUNTAIN MINING OPERATIONS 


Mountain mining operations in British Columbia produced an operating income of $23 million 
in 1999, compared with $86 million in 1998 and $142 million in 1997. In 1999, a 15% increase 
in sales volume was more than offset by a received price that was down 20% due to market price 
declines and, to a lesser extent, a change in product mix. In 1998, both sales volumes and selling 
prices declined, down 9% and 3%, respectively. 


Mountain mining revenue was $712 million in 


1999, down from $769 million in 1998 and $879 million 


: 4 he d ie SALES VOLUME PRODUCTIVITY 
in 1997. The mountain mining operations sold 14.2 million AT B.C. MINES - TONNES OF 
tonnes in 1999, up from 12.4 million tonnes in 1998 and Ee eegateay ae 
iM : Fording River (per employee per 
13.5 million tonnes in 1997. @ Greenhills eight-hour shift) 
@ Coal Mountain 
Operating expenses at the mountain mining 15,000 47 
operations were $689 million in 1999, compared with ] 
$683 million in 1998 and $737 million in 1997. The increase 12,000 45 
| 
in 1999 operating costs stemmed primarily from the 
increased sales volume. More efficient production and lower 9,000 43 


transportation costs brought down the cost per tonne of 
cleaned coal sold by 12%. Operating expenses in 1998 6,000 41 


reflected increased depreciation from capital expenditures 


in 1997 that partially offset the lower costs associated with 3,000 39 


reduced volumes. 


al l = 
97 98 99 97 98 99 
7,916 7,676 8,441 421 41.0 464 


W 3,421 2,926 3,501 
M 2,203 1,757 2,303 
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PRAIRIE OPERATIONS 


Fording’s prairie operations continue to provide a stable source of earnings and the company is 
investigating additional opportunities to capitalize on its extensive coal resources and mining expertise. 
Operating income from the prairie operations amounted to $33 million in 1999, and compared 
with $34 million in 1998 and $37 million in 1997. The decline from 1997 reflected lower incentive 


fees and renegotiated contract terms with Syncrude Canada for the Mildred Lake operation. 


INDUSTRIAL MINERALS OPERATIONS 


Operating income from industrial minerals operations was $8 million in 1999, down from $9 million 
in 1998 and $18 million in 1997. The deterioration in operating income was principally due to a 
lower average selling price and higher fixed costs. These unfavourable factors chiefly stemmed from 
the start-up in 1998 of the new wollastonite facility in Mexico, which sells a lower-value product 


and experienced severe competitive pressures as it entered this market. 


Revenues from the industrial minerals operations were $59 million in 1999, up from 
$54 million in 1998 and 1997, primarily as a result of higher volumes. Sales volumes increased to 
123,000 tonnes in 1999 from 110,000 tonnes in 1998 and 100,000 tonnes in 1997. The increases 


were primarily due to the new facility in Mexico, which commenced operations early in 1998. 


CAPITAL SPENDING 

Capital expenditures declined to $38 million in 1999, down from $69 million in 1998 and 

$223 million in 1997. The major reduction in capital expenditures beginning in 1998 was attributable 

to the completion of the Mexican facility and capacity expansion projects at the company’s export 
coal mines in British Columbia. Cash flow net of capital spending, but before a 
favourable change in working capital, amounted to $68 million in 1999. Fording will 


continue to invest capital in new technologies and equipment to improve operating 


SALES efficiency and product quality. 

VOLUME OF 

WOLLASTONITE 

(thousand tonnes) OUTLOOK 

B New York , d F Bae ; 
© Mexico Fording’s operations show consistent improvement in productivity. The company is 
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well positioned to take advantage of any recovery in the export coal market. Coal price 
negotiations with the Japanese steel mills for the coal year April 1, 2000 to March 31, 
2001 were ongoing at year-end. 

The company is focusing on maintaining strong relationships with existing 
customers while attempting to broaden its customer base. Cash flow is anticipated 


to be more than sufficient to meet the capital requirements of the company. 
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CANADIAN PACIFIC HOTELS 
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IN 1999, CANADIAN PACIFIC HOTELS REPORTED ANOTHER YEAR OF RECORD EARNINGS AS 
THE COMPANY CONTINUED TO MAXIMIZE PROFITABILITY BY OFFERING HIGH LEVELS OF 
CUSTOMER SERVICE, CONTROLLING COSTS, GROWING ITS MANAGEMENT OPERATIONS AND 
BUILDING ITS BRANDS. THE CANADIAN RESORT HOTELS, DELTA HOTELS AND LEGACY 
HOTELS REIT PROPERTIES ALL PERFORMED WELL AND CANADIAN PACIFIC HOTELS 
EXPANDED ITS MANAGEMENT BUSINESS WITH THE FORMATION OF FAIRMONT HOTELS & 


RESORTS, THE LARGEST LUXURY HOTEL MANAGEMENT COMPANY IN NORTH AMERICA. 


a eT DO a 


| 
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GROWTH 


Canadian Pacific Hotels expanded its operations significantly in the last five years, tripling its room 
base and bringing revenues under management up to $1,790 million in 1999 from $603 million in 
1995. In 1998, Canadian Pacific Hotels acquired Delta Hotels, thereby entering the high end of 
the mid-market segment and strengthening its leadership role in the Canadian industry. Later in 
the same year, it purchased Princess Hotels to enhance its collection of luxury properties by adding 
an international presence with seven luxury resort properties in the United States, Bermuda, Barbados 
and Mexico. In 1997, the company surfaced value through the sale of its business hotels to Legacy 
Hotels REIT and maintained the integrity of its franchise by continuing to manage these properties. 


In 1999, Canadian Pacific Hotels took an important step and set a foundation for its 
international growth when it agreed, with new partners, to create a hotel management company, 
Fairmont Hotels & Resorts. With this transaction, Canadian Pacific Hotels now has a strong brand 
in Fairmont and a base of landmark hotels in key U.S. cities, which are expected to significantly 


enhance the company’s ability to grow in North America and beyond. 


This transaction resulted in a change in Canadian Pacific Hotels’ structure. It presently 
owns a 100% interest in six resorts in Canada, a business hotel in Vancouver and five of the new 
Princess hotels. It also holds interests, under 50%, in three other resorts located in Canada, a city- 
centre hotel in Newfoundland and the two other Princess hotels, both in Barbados. In addition, 
the company participates in the ownership of hotel properties through its 34% interest in Legacy 
Hotels REIT, which holds a portfolio of 17 first-class and luxury urban hotels. 


Canadian Pacific Hotels owns a 67% controlling interest in Fairmont Hotels & Resorts 
which manages luxury resort and city-centre properties. Formed in October of 1999, the company 
owns the Fairmont brand name and manages the Canadian resorts, Princess hotels, seven of the 
properties owned by Legacy Hotels REIT, three properties owned by third parties, and the eight 
hotels added with establishment of Fairmont Hotels & Resorts. Another management contract 


was added early in 2000 for a hotel in Kansas City. 


Delta Hotels, a management company in the high end of the mid-market segment, 
is 100%-owned and manages 34 first-class hotels across Canada, 10 that are owned by Legacy 
Hotels REIT. 
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Canadian Pacific Hotels 


(in millions) 1999 1998 1997 
Revenues $ 749 $ 519 $ 565 
Expenses 526 369 428 
Operating income $ 223 $ 150 $ By; 


OPERATING INCOME 


In 1999, Canadian Pacific Hotels achieved its sixth consecutive record annual result, with operating 
profit of $223 million, up significantly from $150 million in 1998 and $137 million in 1997. In 
1999, the company benefited from the addition of the Princess properties for the full year and 
healthy growth in average daily room rates (ADR), particularly at the Canadian resorts. Improved 
room rates and growth through acquisitions were also important contributing factors to the higher 
operating income reported in 1998. 


Canadian Pacific Hotels’ cash flow was $180 million in 1999, up from $117 million in 
1998 and $124 million in 1997. The ROCE was 13.4% in 1999 and compared with 13.7% in 
1998 and 17.2% in 1997. 


As a result of the increasing importance of its management operations, Canadian Pacific 
Hotels reports its operating income as being derived from either hotel ownership or hotel 
management, with the latter being identified by brand, currently Fairmont and Delta. 


Hotel Ownership 


The operating income contribution from hotel ownership was $193 million in 1999, significantly 
ahead of $139 million in 1998 and $81 million in 1997. The increases were principally due to the 
acquisition of the Princess hotels in August 1998. In addition, the Canadian resort properties reported 
operating income gains of $7 million in 1999 and $6 million in 1998. 


Canadian Pacific Hotels 
Divisional Operating Income 


(tn millions) 1999 1998 1997 


HOTEL OWNERSHIP 


Owned hotels $ 167 $ 122 $ 80 
Income from equity interests 26 a 1 
193 139 81 

HOTEL MANAGEMENT 
Fairmont 23 13 3 
Delta 6 3 = 
29 16 3 
Other 1 (5) 53 
Operating income $ 223 $ 150 $ 137 


* Operating income from business hotels to the date of sale to Legacy Hotels REIT. 
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| At the wholly owned hotels, the ADR was $219.97 in 1999 and compared favourably 
with $215.96 in 1998 and $178.27 in 1997. However, occupancy was down to 65.1% in 1999 from 
66.6% in 1998 and 75.2% in 1997. These variations were largely attributable to acquisition of the 
Princess properties, which have a higher ADR but have operated at a lower average occupancy 
level. In addition, occupancy levels at the Princess properties were adversely affected by lower advance 
| bookings during the period prior to their purchase. This reduced revenues in both 1998 and 1999. 


Ownership income from equity interests, mainly the company’s interest in Legacy Hotels 
REIT, rose to $26 million in 1999, up from $17 million in 1998 and $1 million in 1997. These 
results chiefly reflected the formation of Legacy Hotels REIT in mid-November 1997 and the 
subsequent improvement in its results which stemmed from increased ADR and the acquisition 
of new properties in 1999 and 1998. 


At the Legacy Hotels REIT properties, there was substantial growth in the ADR, up to 
$142.41 in 1999 from $129.62 in 1998, that was only partially offset by a small decline in the 
occupancy rate to 73.6% from 75.3%. In 1999, Delta Hotels sold its leasehold interest in the Delta 
Barrington in Halifax to Legacy Hotels REIT for $4 million, and Canadian Pacific Hotels sold 
the Delta Toronto East and Four Points Toronto Airport to Legacy Hotels REIT for $60 million 
in September 1999. In 1998, the Delta Bessborough in Saskatoon, the Delta Centre Ville in Montreal 
(formerly the Radisson Hétel des Gouverneurs) and the Delta Ottawa Hotel and Suites were 
acquired by Legacy Hotels REIT. 


Management Operations 


Operating income from management operations — principally management and incentive fees — 
was $29 million in 1999, $16 million in 1998 and $3 million in 1997. Revenues were $53 million 
in 1999, $31 million in 1998 and $7 million in 1997. These results included management and 
service fees charged to Canadian Pacific Hotels’ wholly owned properties of $9 million in 1999 
for the period since Fairmont Hotels & Resorts was established. 
As well, revenues included fees of $22 million in 1999, $16 million 


SI Sarees TS SS 


eene el errr ae in 1998 and $2 million in 1997 for managing Legacy Hotels 
MIULLLONS, 
(8 millions) REIT properties. Fees from the management of properties for 


A third parties contributed the remainder of the revenues. 


The Fairmont management operations contributed 
160 


ae | 


operating income of $23 million in 1999, $13 million in 1998 
and $3 million in 1997. The increase in 1999 was attributable 
to higher fees from properties managed for the Legacy Hotels 


== eS ee a 


‘REIT and third parties, as well as the provision of services to 
Fairmont Hotels & Resorts in the latter part of the year. The 
1998 results reflect a full year of operating the Legacy Hotels 
REIT properties as compared with a period of less than two 
months in 1997. For the Fairmont portfolio of hotels, the ADR 
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increased 5% to $227.15 in 1999, but the average occupancy declined 1.3 percentage points to 
71% in 1999. In 1998, there was a significant increase in revenue per available room because of 
the acquisition of Princess Hotels. At year-end 1999, Fairmont Hotels & Resorts managed 36 
properties, with 17,797 rooms, and, after giving full year effect to the addition of the eight hotels 
added with the establishment of Fairmont Hotels & Resorts, revenues under management were 
$1,310 million. 


The Delta management operations contributed operating income of $6 million in 1999 
and $3 million during the eight months it was owned in 1998. In 1999, the properties managed 
by Delta operated at 70.2% occupancy, down from 72.7% occupancy in 1998. In several Canadian 
cities, new supply in this segment of the market eroded market share. The ADR was $116.50 in 
1999 up from $107.53 in the previous year. Delta’s revenues under management in 1999 were 
$469 million and at December 31, 1999 its portfolio of 34 properties included a total of 11,277 rooms. 


REVENUES AND OPERATING EXPENSES 


Revenues were $749 million in 1999, $519 million in 1998 and $565 million in 1997 and were 
largely derived from the company’s ownership of hotel properties. In 1999, revenues from the Princess 
acquisition were $296 million, up from $113 million in 1998 when they were owned for only part 
of the year. The Delta purchase contributed revenues of $29 million in 1999, compared with 
$34 million in 1998. The sale of properties to Legacy Hotels REIT in 1999 more than offset the 
incremental revenues derived from ownership for the full year. In the last quarter of 1999, the addition 
of Fairmont hotels added management fee revenues of $4 million. The revenue decline in 1998 
reflected the sale of the city-centre business hotels. 


OCCUPANCY AVERAGE REVENUE PER 
RATES ROOM RATES AVAILABLE ROOM 
(%) ($) ($) 
Owned Hotels Owned Hotels Owned Hotels 
@ Legacy REIT @ Legacy REIT @ Legacy REIT 
@ Fairmont Hotels 8 Fairmont Hotels @ Fairmont Hotels 
Delta Hotels Delta Hotels Delta Hotels 
75 250 175 
60 200 140 
45 150 105 
30 100 70 
lS) 50 35 
97 98 99 97 98 99 97 98 
M 752 66.6 65.1 [I] 178.27 215.96 219.97 O 134.06 143,89 
ji HK i 143.09 
@ 737 75.3 73.6 W 125.84 12962 142.41 B 9271 97.57 104.76 
B 736 72.3 71.0 M 150.32 215.72 227.15 M 11064 156.01 161.19 
- 72.7 70.2 = 107.53 116.50 - 78.17 81.78 


These statistics are for the portfolio of properties as of December 31, 1999. 
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Operating expenses of $526 million compared to $369 million in 1998 and $428 million 
in 1997. These variances were also mainly due to the addition of new operations and the sale of 


properties to Legacy Hotels REIT. 


CAPITAL SPENDING 


Canadian Pacific Hotels’ spending on maintaining and improving its properties totalled $123 million 
in 1999, $117 million in 1998 and $50 million in 1997. In 1999, the company also invested 
$24 million in Le Manoir Richelieu in Quebec, for its share of a major $140 million renovation 
and restoration program. Canadian Pacific Hotels has a 25% ownership interest in the property 
and manages the hotel. 


A number of significant capital projects were completed in 1999. In October, The Fairmont 
Vancouver Airport opened in the International Terminal at the Vancouver Airport at a cost of 
$65 million. The guest rooms at the Scottsdale Princess, Southampton Princess and Acapulco 
Princess were upgraded, the lobby of the Acapulco Princess was refurbished and property 
management systems, point of sales systems, telephone and other technology related systems were 
upgraded at most of the Princess hotels. In addition, the first phase of the Banff Springs expansion, 


which includes a motor coach entry, kitchen and receiving dock upgrades, began in 1999. 


Legacy Hotels REIT undertook a number of small projects in 1999. A significant profit- 
enhancing project was completed at The Queen Elizabeth Hotel in Montreal. This included the 
expansion of one of its restaurants and renovation of office space into an upper-end meeting and 


conference centre with an additional 42 guest rooms. 


In 2000, spending at all the properties will continue to be directed towards profit-enhancing 


projects such as the addition of spas at some hotels. 


OURLOOK 


Canadian Pacific Hotels has established a record of steady profit growth and has developed into 
a significant player in the North American hotel business with two strong brands. Its new size 
and presence leave it poised to take advantage of synergies and branding opportunities previously 
unavailable. The company is well positioned to expand in the North American market and the 


Fairmont name also has potential as an international brand. 


REAL ESTATE ACTIVITIES 

Results in 1998 included operating income of $31 million and net income of $17 million from 
real estate activities. These activities related to the servicing and sale of land assets, which include 
the Corporation’s holdings in Southtown in Toronto and Coal Harbour in Vancouver. In 1999 


and 1997, there was no income from these real estate activities. 
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OTHER CONSOLIDATED INCOME STATEMENT ITEMS 


= =—— 2s i Sa Tape aA SAS AT aE ERE Le SS Se Sana 


Net Interest Expense 

Net interest expense was $275 million in 1999 on average net debt of $3,745 million, up from 
$251 million in 1998 on average net debt of $2,762 million and compared with $195 million in 
1997 on average net debt of $2,184 million. The increases in average net debt levels in 1999 and 
1998 were attributable to the investment in business assets, mainly at Canadian Pacific Railway 
and Canadian Pacific Hotels, and the Corporation’s spending on its share buy-back program. These 
factors were partially offset by PanCanadian’s strong cash flow in 1999. 

Non-operating Items 

Non-operating items consisted of a charge of $46 million in 1999, down from $77 million in 1998 
and $95 million, excluding special items, in 1997. Non-operating expenses in 1999 reflected a net 
exchange gain of $16 million, whereas 1998 results provided for a net loss of $56 million. However, 
this positive factor was partially offset as non-operating items in 1999 included a $7 million reversal 
of information technology costs related to Year 2000 expenses versus $47 million in 1998. The 
non-operating items charge in 1998 was down $18 million from 1997, excluding special items, 
because the benefits from reversal of information technology costs and lower corporate expenses 
were only partially offset by a higher exchange loss. 

Income Taxes 

Income taxes were $244 million in 1999, down from $294 million in 1998 and $558 million in 
1997. The effective tax rate in 1999 was 26.3%, up slightly from 25.6% in 1998 but lower than 
35.5% in 1997. In 1999 and 1998, PanCanadian tax affected losses that had been incurred by its 
businesses in the United States. This resulted in a benefit of approximately $25 million in each 


year. As well, there was an increase in offshore earnings that are taxed at a lower rate and favourable 

tax reassessments in both 1999 and 1998 at the corporate level. 

Minority Interest 

The minority interest item on the statement of income includes the interest of shareholders other 

than the Corporation in income of the subsidiaries. In 1999, this amounted to $48 million and 

compared with $20 million in 1998 and $43 million in 1997, mainly for minority shareholders’ interests 

in the earnings of PanCanadian. In 1997, the Corporation purchased 597,200 additional PanCanadian 

shares on the open market in order to maintain its ownership interest at approximately 87%. 
The formation in 1999 of Fairmont Hotels & Resorts resulted in a minority interest for 

the one-third interest in the company not held by Canadian Pacific Hotels. This minority interest 

share of net income was not significant in 1999. The transaction also increased minority interest 

shown on the consolidated balance sheet by some $65 million. 

Goodwill 

Goodwill charges, net of tax, were $40 million in 1999, $33 million in 1998 and $26 million in MENS 

The increases were mainly the result of acquisitions undertaken by CP Ships in 1998 and 1997. 

Preferred Dividends 

In the first quarter of 1999, the Corporation completed the issue of 5.65% Cumulative Redeemable 


First Preferred Shares, Series A, for net proceeds of $213 million. Preferred share dividends totalled 
$10 million in 1999, 
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LIQUIDITY AND CAPITAL RESOURCES 


a 


Cash Flow 


Cash flow was up to $2,351 million in 1999, a $326 million improvement over 1998 and a 
$161 million increase over 1997. Cash from operations amounted to $1,820 million in 1999, down 
from $2,716 million in 1998 mainly due to changes in working capital, and up $74 million from 
1997. Non-cash working capital was reduced in 1998 by collection of instalment receipts, relating 
to the sale of business hotels to Legacy Hotels REIT and disposition of an equity interest in Laidlaw. 
In 1999, non-cash working capital was increased by payments made by Canadian Pacific Railway 


for its new locomotives. 


Over the two-year period, the Corporation used its strong cash flow and solid financial 
position to fund capital expenditures of $5,249 million, net of proceeds on asset sales of $335 million. 
As well, the outlay for the share buy-back program was almost $550 million in the same period. 


Investing Activities 
Cc 


Net investment spending declined to $1,827 million in 1999 from $3,369 million in the prior year 
when there was a significant reduction in spending on business acquisitions. Net spending on investment 


activities was $923 million in 1997 when proceeds from asset sales amounted to $2,305 million. 


Additions to properties totalled $1,977 million in 1999 and $2,337 million in 1998 and 
$2,465 million in 1997. Canadian Pacific Railway and PanCanadian each spent about $845 million 
in 1999, a decline of approximately $260 million and $50 million, respectively. 1999 was the final 
year of Canadian Pacific Railway’s four-year franchise renewal program and in 2000 the company’s 
capital spending is expected to return to a more normal level of around $575 million. PanCanadian'’s 
expenditures were chiefly focused on the exploration and development of natural gas and crude 
oil in Western Canada. The small decline in expenditures in 1999 was largely due to the curtailment 
early in the year of spending on crude oil projects given the low crude oil prices in 1998 and the 
first months of 1999. Spending is expected to be up in 2000 as 


a : 


the company is targeting an increase in its natural gas production. 


INVESTMENT CONSOLIDATED Le a : cee 
SPENDING ASSETS Fording’s additions to properties declined to $38 million in 1999 
(# matilions) ($ millions) from $69 million in 1998, due chiefly to reduced spending at the 


@ Capital Investment 
@ Acquisitions 


export coal mines. 


bees Proceeds from asset sales amounted to $178 million in 
1999, compared with $158 million in 1998 and $2,305 million 

a in 1997, PanCanadian realized proceeds of $71 million in 1999 
and $60 million in 1998 from the sale of non-core assets. As well, 

yal Canadian Pacific Hotels received $60 million from the sale in 
-1999 of two hotels to Legacy Hotels REIT. Canadian Pacific 

ibe Railway realized proceeds in 1998 of $65 million, principally from 
5 ae the sale of its British Columbia coastal marine operation. In 1997, 
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the Corporation sold its investment in Laidlaw for $991 million and its business hotels to Legacy 
Hotels REIT for $642 million. As well, non-core asset sales by Canadian Pacific Railway and 
PanCanadian provided $446 million and $209 million, respectively, in 1997. 


Spending on business acquisitions and investments totalled $28 million in 1999, 
$1,243 million in 1998 and $698 million in 1997. The small investment in 1999 was largely for 
Canadian Pacific Hotels’ share of the refurbishment costs of the Manoir Richelieu. During 1998, 
expenditures included $958 million for the purchases by Canadian Pacific Hotels of Princess Hotels 
and Delta Hotels, as well as $285 million mainly for CP Ships’ acquisitions of Ivaran Lines and 
ANZDL. Expenditures in 1997 primarily included PanCanadian’s acquisition of CS Resources 
and CP Ships’ purchases of Lykes Lines and Contship Containerlines. 


Financing Activities 
The consolidated net borrowing position was $3,745 million at December 31, 1999. This was 


essentially unchanged from December 31, 1998, but up from $1,779 million at December 31, 1997. 
The low net debt level of 1997 stemmed mainly from asset dispositions in that year. 


At year-end 1999, net cash on hand was $521 million, the net debt-to-equity ratio was 
30:70 and the net debt-to-cash flow ratio was 1.6:1. At December 31, 1998, the net debt-to-equity 
ratio was 31:69 and the net debt-to-cash flow ratio was 1.8:1, compared with 18:82 and 0.8:1, 
respectively, at the end of the prior fiscal year. 


Canadian Pacific had $1,643 million of unused committed short term and long term 
lines of credit available at December 31, 1999 and $50 million of long term debt maturing within 
one year. 


Early in March 1999, the Corporation filed a short form shelf prospectus with securities 
regulatory authorities in all provinces of Canada for the issuance, from time to time, of up to 
$800 million in debt securities during the two-year period that the shelf prospectus remains effective. 
All debt securities will be unsecured and will be issued pursuant to a trust indenture. Later in the 
same month, Canadian Pacific completed its first issue under the medium term note program. 
The Corporation issued $150 million principal amount of 5.85% unsecured medium term notes 
maturing March 30, 2009. In November 1999, the Corporation issued $200 million principal amount 
of 6.65% unsecured notes under the same medium term note program, maturing June 1, 2005. 


In the first quarter of 1999, the Corporation also completed the issue of 5.65% Cumulative 
Redeemable First Preferred Shares, Series A, for net proceeds of $213 million. 


In March 1999, PanCanadian issued $125 million of Coupon Reset Subordinated Term 
Securities that mature in 2034 and bear interest at an annual rate of 7.0% payable semi-annually. 


In August 1999, Canadian Pacific renewed its share buy-back program, copies of which 
are available upon request. The Corporation obtained regulatory approval to purchase for cancellation 
up to 10 million, or 3%, of its common shares, with purchases to commence on August 19, 1999 
and terminate by August 18, 2000. On January 18, 2000, the Corporation increased the number 
of shares that it may purchase to approximately 5% of the then 325,663,387 issued and outstanding 
common shares. As of February 7, 2000, Canadian Pacific had purchased for cancellation 7.6 million 


common shares at an average price of $33.40 per common share since August 19, 1999, 
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FUTURE TRENDS, COMMITMENTS AND RISKS 


Tas 


2000 looks promising for Canadian Pacific with a stronger business environment and more 
competitive positioning of its businesses. Canadian Pacific Railway and CP Ships will further benefit 
from cost-cutting measures and productivity improvements. PanCanadian plans to increase its natural 
gas production in 2000. Canadian Pacific Hotels will continue to capitalize on synergies in its 


expanding portfolio and will pursue opportunities to grow the Fairmont and Delta brands. 


Canadian Pacific’s results are affected by external market factors, such as fluctuations in 
the prices of crude oil, natural gas and coal as well as movements in interest and foreign exchange 
rates. The following table illustrates the estimated effect of changes, under current conditions, in 
the foreign exchange value of the Canadian dollar, interest rates, and prices of crude oil, natural 
gas and coal, on consolidated 2000 earnings. 


Effect on Effect on 

Sensitivity of Consolidated 2000 Net Income Net Income Net Income 

(in millions) excluding Hedging _including Hedging 

U.S.1 cent decrease in the value of the Canadian dollar $ 26 $ 9 

1 percentage point decrease in interest rates $ 6 $ 6 
U.S.$1.00 per barrel increase in the price of WTI crude oil 

— PanCanadian $ 34 $ 29 

— Other businesses $ (14) $ (14) 

10 cent per mef increase in natural gas prices $ We $ 17 

U.S.$1.00 per tonne increase in coal prices $ 13 $ 13 


Canadian Pacific utilizes various derivative financial instruments in order to mitigate the 


risks associated with changes in foreign currency exchange rates, interest rates and commodity prices. 


Certain U.S. dollar revenues, long term debt and operating expenditures result in Canadian 
Pacific being exposed to fluctuations in the Cdn./U.S. dollar exchange rate. This risk is managed 
by selling and purchasing forward U.S. dollars at fixed rates in future periods. At December 31, 
1999, Canadian Pacific had entered into foreign exchange contracts to sell approximately U.S. $4,296 
million at rates ranging from $1.28 to $1.46 over the years 2000-2004. Gains and losses resulting 
from these designated hedge contracts are only recognized in income in the period that the hedged 
exposure is recognized in income. The unrealized loss on these contracts as at December 31, 1999 
was $136 million. In addition to the foreign exchange contracts designated as hedges discussed 
above, Canadian Pacific had entered into foreign exchange contracts, not designated as hedges, 
to sell U.S.$407 million at rates ranging from $1.29 to $1.32 over the years 2000-2002. Gains 
and losses related to these non-hedged contracts are recognized in income in the current period. 
As such, a $23 million gain was recorded in 1999 resulting from an improvement in the Cdn./U.S. 
dollar exchange rate during the year. Additional income or charges relating to these non-hedged 


contracts will occur in subsequent periods as a result of fluctuations in the exchange rate. 
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The risk of significant increases in interest payments due to changes in interest rates is 
mitigated by entering into interest rate and cross-currency interest rate swaps, which change the 
nature of the effective interest rates payable. At December 31, 1999, Canadian Pacific had entered 
into approximately $1,083 million of these swaps relating to long term debt as described in Note 13 
on pages 80 to 83 of the 1999 Annual Report. The result of the interest rate swaps has been to 
convert $713 million of long term debt from fixed to floating interest rates. The total unrealized 


loss with respect to interest rate swaps at December 31, 1999 was $30 million. 


Canadian Pacific is also exposed to changes in commodity prices as a result of the fluctuation 
in prices received for crude oil and natural gas production. Changes in crude oil prices are primarily 
hedged using New York Mercantile Exchange’s (NYMEX) West Texas Intermediate futures 
contracts and changes in quality are hedged using over-the-counter (OTC) financial instruments. 
At December 31, 1999, Canadian Pacific had entered into contracts to fix the selling price on 
approximately 8,000 barrels per day of production from the pending Scott and Telford purchase 
at a dated Brent price of U.S.$21.43 per barrel. Fluctuations in natural gas prices are hedged primarily 
through NYMEX natural gas futures contracts and OTC financial instruments. At December 31, 
1998, Canadian Pacific had sold forward approximately 366 million cubic feet per day of natural 
gas over the period January 1999 to March 2000. These natural gas hedging instruments were 
terminated prior to December 31, 1999. As at December 31, 1999, the unrealized gain related to 


commodity instruments was $2.4 million. 


Canadian Pacific is exposed to credit losses in the event of non-performance by counterparties 
to financial instruments. Canadian Pacific mitigates this risk by contracting with counterparties 
of high credit quality and, in certain circumstances, through the requirement of credit insurance 
coverage from the Export Development Corporation or other similar security. In addition, Canadian 
Pacific deals with an appropriate number of counterparties when entering financial instrument 


contracts, thereby reducing the risks that would result from concentration. 


The long term debt balance at December 31, 1999 is comprised of foreign currency long 
term debt (denominated principally in U.S. dollars) of $1,840 million (1998 — $1,988 million) 
and Canadian dollar debt of $1,701 million (1998 — $1,475 million). Annual maturities and sinking 
fund requirements for each of the five years following 1999 are: 2000 — $50 million; 2001 — 
$419 million; 2002 — $163 million; 2003 — $480 million; and 2004 — $112 million. 


At December 31, 1999, Canadian Pacific had commitments for capital expenditures 
amounting to $99 million. Also at December 31, 1999, minimum payments under operating leases 


and gas transportation agreements were estimated at $3,937 million, of which $653 million is payable 
during 2000. 


The Canadian Institute of Chartered Accountants (CICA) has issued two new accounting 
standards, CICA 3465 — Income Taxes and CICA 3461 — Employee Future Benefits, that are 
effective for fiscal years beginning on or after January 1, 2000. Canadian Pacific had not adopted 
these new standards as at December 31, 1999. The effect of these new standards on Canadian 
Pacific’s consolidated financial statements is not determinable at this time. 
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LABOUR RELATIONS 


a 


As at December 31, 1999, Canadian Pacific Railway had national agreements in place with six of 
its seven Canadian labour organizations. Four of these agreements are in effect through to the end 
of 2000 and two to the end of 2002. Negotiations with the union representing Rail Traffic Controllers, 
whose contract expired on December 31, 1999, began in September 1999 and are ongoing. Gainshare 


programs are in place for approximately 7,100 Canadian employees represented by five unions. 


In the U.S., Canadian Pacific Railway is party to collective agreements with 31 bargaining 
units on its subsidiary railways: 16 with the Soo Line Corporation (Soo Line), 14 with the Delaware 
and Hudson Railway Company (D&H), and one with the St. Lawrence and Hudson Railway 
Company (StL&H). On the Soo Line, all 16 agreements expired at the end of 1999. Of these, 
14 have served notice to begin negotiations and the remaining two can serve notice at any time. 
At December 31, 1999, the D&H had agreements in effect with eight of 14 bargaining units. Of 
these eight, three extend to the end of 2000 and five to the end of 2001. Among the six outstanding, 
five expired in 1999 and one in 1998. Currently, the company is in mediation with the union 
representing locomotive engineers, the union party to the agreement that expired in 1998. Gainshare 
programs are in place for employees represented by nine of the D&H unions. On the StL&H, 
an agreement with the union representing Detroit customs clerks expired at the end of 1999. 


The total percentage of the Canadian Pacific Railway's workforce without an active contract 


at the end of 1999 was approximately 16%. 


Fording is party to a number of collective agreements. Fording River is subject to a five-year 
collective agreement which expires in April 2001. In addition to a two-percent increase in 1999, 
a three-percent increase in base wage rates will be provided in the last year of the agreement. In 
addition, the agreement provides for an increase in pension benefits. The five-year collective 
agreement at Coal Mountain expired in December 1999. Negotiations are currently underway to 
reach a new long-term collective agreement. A five-year agreement with workers of Fording’s 
Whitewood operations took effect October 1995 and expires September 2000. The agreement 
provided for an increase of 1.75% to base wage rates in 1999. NYCO Minerals’ Willsboro operations 
are subject to a five-year agreement which expires in June 2001. The agreement provides for annual 
increases to the base wage rates of approximately three percent. The agreement also provides 
for an increase in health and pension benefits. A five-year agreement with workers of American 
Tripoli took effect July 1998. The agreement provides for annual increases to base wage rates of 
approximately 2.66%. Fording’s Greenhills, Genesee, Mildred Lake and Minera NYCO Operations 


are all non-unionized. 


Approximately 50% of Canadian Pacific Hotels’ and the managed hotels’ employees are 
unionized, represented by 26 unions. The collective agreements have staggered expiry dates. Nineteen 
contracts expired in 1999 and new arrangements were successfully negotiated for all hotels. There 
was a short work stoppage at the Empress Hotel in Victoria, B.C. prior to its contract being finalized. 


In 2000, negotiations will be undertaken with respect to 24 contracts, which expire during the year. 


At the Montreal Terminals, workers employed by the Maritime Employer's Association 
were subject to contracts that expired at the end of December 1997. Negotiations regarding new 


contracts are still in progress. 
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ENVIRONMENTAL MATTERS 


nin i 


The Corporation’s operations are and will continue to be affected by federal, provincial, state and 
local laws and regulations regarding the protection of the environment. The Corporation's businesses 
have policies and procedures in place which support a comprehensive environmental management 
system that includes audits, legal compliance and reporting. It is not expected that the competitive 
positions of the Corporation's businesses will be adversely affected within their respective industries 
by changes to existing laws and regulations where all industry members are subject to the same 


legislative requirements. 


Canadian Pacific Railway is committed to meeting or exceeding government environmental 
requirements applicable to its operations and activities. In the environmental area, the company 
complies with legislation and regulations that deal with waste and wastewater management, 
contaminated sites, spill reporting and emergency response, environmental assessment, storage tanks 
and other environmental matters. Canadian Pacific Railway has had a comprehensive 
environmental management program in place since the early 1990s. 


As part of this program, based on comprehensive environmental investigations at various 
sites across Canada and the U.S., Canadian Pacific Railway recorded a $144 million pre-tax charge 
to earnings in 1995 to cover anticipated expenditures on environmental remediation programs to 
the year 2005. In 1998, the provision was extended to cover the program until 2008. Environmental 
liability needs were re-evaluated in 1999, resulting in increased expected remediation costs of 
$50 million before tax. Sites were classified according to their known environmental condition as 
well as their past use and level of railway activity. During 1999, approximately $26 million was 


spent on environmental projects relating to railway operations. 


CP Ships has developed a comprehensive program to ensure that procedures for handling 
hazardous cargo are safe. An emergency response program is in place to deal with any ship and 
terminal related incidents. 


PanCanadian is participating in the federal government's Voluntary Challenge Program 
to reduce greenhouse gas emissions. Emission reductions over the past year were achieved in 
conjunction with planned capital spending and production optimization projects, thereby minimizing 
the fiscal impact. In the wake of the Kyoto Protocol and to ensure preparedness, PanCanadian 
will continue to closely monitor government emission reduction policy developments. A plan for 
preparedness is in place. Should the Kyoto Protocol be ratified and legislation be proposed, the 
time frame to meet emission reduction targets is expected to allow an opportunity for PanCanadian 
to respond. No extraordinary capital expenditures relating to environmental control for existing 
or new facilities are expected at this time. 


At Fording, comprehensive environmental monitoring and mitigation programs ensure 
that mining activity has a minimal effect on the surrounding natural environment. Through extensive 
reclamation efforts at each of its operations, mined land is being effectively returned to productive 
and sustainable uses equal to or better than its pre-mined condition. 
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Canadian Pacific Hotels is continuing to monitor both its owned and managed properties 
to ensure that environmental issues are identified and corrected. Such corrective action is not anticipated 
to be material. Phase I assessments have been conducted on the majority of the acquisitions in 
1999, and programs are being put in place to deal with any environmental issues that the audits 


revealed. Such programs are in the normal course and are not anticipated to be material. 


There are not expected to be significant expenditures relating to environmental control 
on existing or new facilities in the foreseeable future among the Corporation’s other businesses. 


LITIGATION 


As to be expected during the normal course of business activity, the Corporation and its subsidiaries 
are occasionally involved in litigation incidental to their respective businesses. Management believes 


that the outcomes of such litigation will not be material to the Corporation. 


Actions were initiated in late 1999 in Belgium against the Corporation and certain of its 
subsidiaries involved in the shipping operations, relating to the termination of contracts for 
stevedoring and related services. The Corporation and its subsidiaries are currently evaluating the 
claims and intend to vigorously defend the actions. The Corporation and its subsidiaries do not 
believe they will incur any liability in these actions and, accordingly, no provision has been made 


in their accounts with respect to this matter. 


OTHER MATTERS 


a a i es tT 


Canadian Pacific and its operating subsidiaries, including Canadian Pacific Railway, CP Ships, 
PanCanadian, Fording and Canadian Pacific Hotels, have had a successful transition into the New 
Year and continue to be Year 2000 ready. During 1999, the Corporation continued its program 
to identify and remedy potential Year 2000 issues associated with its computerized systems and 


business processes in an effort to minimize the risk of Year 2000 related disruptions. 


Canadian Pacific’s Year 2000 program comprised a ten-phase approach, utilizing a 
methodology similar to other large organizations. This program included activities such as raising 
awareness of the Year 2000 issue and communicating it to key stakeholders; conducting an inventory 
and risk assessment of computerized systems and business processes potentially affected; testing 
and remediation of those computerized systems and business processes; contingency planning for 
potential Year 2000 related disruptions; and implementing change management procedures to help 
ensure that Canadian Pacific’s Year 2000 readiness will not be undone by subsequent programming 
changes or the acquisition of new systems and equipment. Computerized systems and business 
processes were considered to be Year 2000 ready when they had been remediated and tested, replaced 


or retired, or workarounds had been developed. 
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While no significant problems were experienced during the actual January 1, 2000 rollover, 
other critical dates in 2000 such as February 29 will continue to be closely monitored. Ongoing 
readiness activities will include, as required, additional testing, assessment of third-party readiness, 
contingency planning preparedness and various change management activities. Based upon Canadian 
Pacific’s efforts to date, it is believed that the vast majority of its computerized systems and business 
processes, including all mission critical and important systems, will continue to function normally 


through 2000 and beyond. 


The estimated total cost of Canadian Pacific’s program to achieve Year 2000 readiness 
was $103 million of which $16 million has been capitalized. The reduction from the previous estimate 
of $114 million can be attributed to the removal of contingencies set aside at certain operating 
subsidiaries to address unexpected Year 2000 problems. 


The preceding discussion is considered to be a Year 2000 Readiness Disclosure within 
the meaning of the Year 2000 Information and Readiness Disclosure Act (United States). 


FORWARD-LOOKING INFORMATION 


This Annual Report contains certain forward-looking statements within the meaning of the Private 
Securities Litigation Reform Act of 1995 (United States) relating, but not limited to, Canadian Pacific’s 
operations, anticipated financial performance, business prospects and strategies. Forward-looking 
information typically contains statements with words such as “anticipate,” “believe,” “expect,” “plan” 
or similar words suggesting future outcomes. Much of this information appears under the caption 
“Management’s Discussion and Analysis.” 


Readers are cautioned not to place undue reliance on forward-looking information because 
it is possible that predictions, forecasts, projections and other forms of forward-looking information 
will not be achieved by Canadian Pacific. By its nature, Canadian Pacific’s forward-looking 
information involves numerous assumptions, inherent risks and uncertainties, including, but not 
limited to, the following factors: changes in business strategies; general global and economic and 
business conditions; the availability and price of energy commodities; the effects of competition 
and pricing pressures; industry overcapacity; shifts in market demands; changes in laws and regulations, 
including environmental and regulatory laws; potential increases in maintenance and operating 
costs; uncertainties of litigation; labour disputes; timing of completion of capital or maintenance 
projects; currency and interest rate fluctuations; various events which could disrupt operations, 


including severe weather conditions; technological changes; and Year 2000 remediation efforts. 


Canadian Pacific undertakes no obligation to update publicly or otherwise revise any 
forward-looking information, whether as a result of new information, future events or otherwise 
. . . . ; 

or the foregoing list of factors affecting such information. 
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING 


The information in this Annual Report is the responsibility of management. The consolidated financial 
statements have been prepared by management in accordance with Canadian generally accepted accounting 
principles and include some amounts based on management’s best estimates and careful judgment. 

Management maintains a system of internal accounting controls to provide reasonable assurance that assets 
are safeguarded and that transactions are authorized, recorded and reported properly. The internal audit 
department reviews these accounting controls on an ongoing basis and reports its findings and recommendations 
to management and the Audit Committee of the Board of Directors. 

The Board of Directors carries out its responsibility for the consolidated financial statements principally 
through its Audit Committee, consisting of four members, all of whom are outside directors. This Committee 
reviews the consolidated financial statements with management and the independent auditors prior to submission 
to the Board for approval. It also reviews the recommendations of both the independent and internal auditors for 


improvements to internal controls as well as the actions of management to implement such recommendations. 


2G toner CV) Poa 


Michael A. Grandin David P. O’Brien 
Executive Vice-President and Chairman, President and 
Chief Financial Officer Chief Executive Officer 


February 7, 2000 
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STATEMENT OF CONSOLIDATED INCOME 


For the year ended December 31 


(in millions, except amounts per share) 1999 
Revenues $ 11,367.1 
Cost and expenses 

Cost of goods sold and services 7,479.0 

Selling, general and administrative 1,560.2 

Depreciation, depletion and amortization 1,082.3 

10,121.5 

Operating income (Note 2) 1,245.6 
Interest expense, net (Note 3) 274.6 
Non-operating expense (income) (Note 4) 45.5 
Income before income taxes, minority interest and 

goodwill charges 9255 
Income tax expense (Note 5) 243.7 
Minority interest share of income of subsidiaries 48.4 
Income from continuing operations before goodwill charges 633.4 
Goodwill charges, net of tax (Note 2) : 39.5 
Discontinued operations (Note 6) = 
Net income 593.9 
Preferred dividends 10.4 
Net income available to common shareholders ie ce 
Average number of common shares outstanding o315 


Earnings per common share 
Income from continuing operations before goodwill charges $ 1.88 


Net income available to common shareholders $ 1.76 


STATEMENT OF CONSOLIDATED RETAINED INCOME 


For the year ended December 31 


(in millions, except amounts per share) 1999 
Balance, January 1 $ 5,249.6 
Net income 593.9 
5,843.5 
Dividends: 

Preferred shares 10.4 

Common shares (per share: 1999 — $0.56; 
1998 — $0.54; 1997 — $0.48) 185.2 
Total dividends 195.6 
Balance, December 31 $ 5,647.9 


See Notes to Consolidated Financial Statements. 
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CONSOLIDATED CASH FLOW STATEMENT 


For the year ended December 31 
(in millions) 1999 | 
OPERATING ACTIVITIES 
Net income $ 593.9 | 
Discontinued operations =) 
Depreciation, depletion and amortization 112397] 
Deferred income tax expense 167.1 | 
Minority interest share of income of subsidiaries 48.4 
Restructuring provision 472.2 
Amortization of exchange losses 7.9 | 
Gains from sales of businesses, investments and properties (19.6) 
Other (42.5) | 
Cash flow 2,350.6 
Restructuring payments (140.3) 
Other operating activities 10.9 
Decrease (increase) in non-cash working capital balances (Note 7) (401.7) 
Cash from operations 1,819.5 
| 
FINANCING ACTIVITIES 
Dividends paid to shareholders of the Corporation (193.3) | 
Dividends paid to minority shareholders of subsidiaries (13.5) | 
Issuance of commercial paper . 110.6 | 
Repayment of commercial paper (239.5) | 
Issuance of long term debt 647.0 | 
Repayment of long term debt (475.6) 
Issuance of shares by subsidiaries 122.5 | 
Buy-back of common shares by the Corporation (Note 17) (222.9) 
Issuance of preferred shares by the Corporation (Note 17) 213.4 | 
Issuance of common shares by the Corporation 8.9 | 
(42.4) | 
| 
INVESTING ACTIVITIES | 
Business acquisitions and investments (Note 8) (28.1) | 
Additions to properties (Note 2) (1,976.7) / 
Sales of businesses, investments and properties 1775: | 
Other investing activities - | 
(1,827.3) 
CASH POSITION* 
Increase (decrease) in cash (50.2) 
Cash at beginning of year 570.9 
Cash at end of year $ 520.7 


* Cash comprises cash and temporary investments net of bank loans. 


See Notes to Consolidated Financial Statements. 
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2,189.4 
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CONSOLIDATED BALANCE SHEET 


December 31 
Ga milhons) 1999 1998 
Assets 
CURRENT ASSETS 
Cash and temporary investments $ 561.2 $ 612.8 
Accounts receivable 1710) 1,545.4 
Inventories (Note 9) 473.1 478.2 
2,745.3 2,636.4 
INVESTMENTS (Note 10) 386.0 403.9 
PROPERTIES, AT COST (Note 11) 
Transportation 12,007.4 11,478.8 
Energy WATS 11,449.5 
Hotels and Real Estate 1,508.0 1,485.1 
Other 198.7 SSS) 
5,986.4 | 24,627.3 
Less: Accumulated depreciation, depletion and amortization 10,240.9 9,517.4 
15,745.5 15,109.9 
OTHER ASSETS AND DEFERRED CHARGES (Note 12) 1,441.2 iSls) 
$ 20,318.0 $ 19,669.4 


AU IDNEUTONSS RUE IPOURUIE 


TO THE SHAREHOLDERS OF CANADIAN PACIFIC LIMITED 

We have audited the consolidated balance sheets of Canadian Pacific Limited as at December 31, 1999 and 1998 and the 
statements of consolidated income, consolidated retained income and consolidated cash flow for each of the three years in 
the period ended December 31, 1999. These consolidated financial statements are the responsibility of the Corporation's 
management. Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards in Canada. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management as 
well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
Canadian Pacific Limited as at December 31, 1999 and 1998 and the results of its operations and cash flows for each of the 


three years in the period ended December 31, 1999 in accordance with generally accepted accounting principles in Canada. 


Dereruatorbeua forbes LLFA 
Chartered Accountants 


Calgary, Alberta 


February 7, 2000 
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CONSOLIDATED BALANCE SHEET 


December 31 
(in millions) 1999 1998 
Liabilities and Shareholders’ Equity 
CURRENT LIABILITIES 
Bank loans $ 40.5 $ 41.9 
Commercial paper 724.5 853.3 
Accounts payable and accrued liabilities 2,594.9 2,828.1 
Income and other taxes payable 154.9 136.8 
Dividends payable 53.4 51.1 
Long term debt maturing within one year (Note 13) 50.0 162.9 
3,618.2 4,074.1 
DEFERRED LIABILITIES (Note 14) 13213 1,060.5 
LONG TERM DEBT (Note 13) 3,490.7 AEG 
DEFERRED INCOME TAXES DSI 2,416.3 
DEFERRED INCOME CREDITS (Note 15) 434.3 463.1 
MINORITY SHAREHOLDERS’ INTEREST IN SUBSIDIARY COMPANIES (Note 16) 585.2 SEW 
SHAREHOLDERS’ EQUITY (Note 17) 
Preferred shares 220.0 = 
Common shares 1,746.3 1,770.2 
Paid-in surplus 596.3 791.2 
Foreign currency translation adjustments 58.3 187.0 
Retained income 5,647.9 5,249.6 
8,268.8 7,998.0 
COMMITMENTS AND CONTINGENCIES (Notes 20 and 21) 
$ 20,318.0 $ 19,669.4 


See Notes to Consolidated Financtal Statements. 


Approved on behalf of the Board: 


CO) Po 


D.P. O’Brien, Director 


aa Mee 


J.D. McNeil, Director 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Note 1. 
SIGNIFICANT ACCOUNTING POLICIES 


Principles of Consolidation 

The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in 
Canada and include the accounts of Canadian Pacific Limited (the Corporation) and all of its subsidiaries (Canadian Pacific). 
All significant inter-company transactions and balances have been eliminated. 


The principal companies included in each business activity are as follows: 


December 31 

Percentage Ownership 1999 1998 1997 
TRANSPORTATION 

Canadian Pacific Railway Company 100.0% 100.0% 100.0% 
CP Ships 100.0 100.0 100.0 
ENERGY 

PanCanadian Petroleum Limited 86.6 86.7 86.7 
Fording Inc. 100.0 100.0 100.0 
HOTELS AND REAL ESTATE 

Canadian Pacific Hotels & Resorts Inc. 100.0 100.0 100.0 


A significant part of Canadian Pacific’s exploration, development, production and marketing of oil and gas is carried 
out as joint ventures and partnerships. These investments are accounted for through proportional consolidation. 

The major differences between Canadian and United States generally accepted accounting principles, in so far as they 
apply to Canadian Pacific, are described under Supplementary Data. 


Unless otherwise specified, all dollar amounts are expressed in Canadian dollars. 


Revenue Recognition 
Transportation: Railway freight revenues are recognized on the percentage of completed service. Revenues from shipping 


operations, costs directly attributable to loaded container movements and vessel costs are accounted for on the basis of voyages 
completed in the period. 


Energy: Revenues from crude oil, natural gas and natural gas liquids are recognized at the time of product delivery. Coal sales 
revenues are recognized when the coal has been loaded and has departed the shipping locations. Industrial minerals sales 


revenues are recognized upon shipment from the plant. 


Hotels: Revenues from hotel operations are recognized when services are provided and ultimate collection is reasonably assured. 


Income Taxes 


Income taxes are provided for based on the deferral method. Under this method, deferred income taxes are computed by applying 


current tax rates to all significant timing differences between accounting and taxable income. The resulting deferred income tax 
balances are not adjusted for subsequent changes in tax rates. 


Earnings per Common Share 


Earnings per common share are calculated, after providing for dividends on the Corporations preferred shares, using the weighted 
average number of common shares outstanding during the year. 


Foreign Currency Translation 
Foreign currency assets and liabilities of Canadian Pacific’s operations, other than through self-sustained foreign subsidiaries, 
are translated into Canadian dollars at the year-end exchange rate for monetary items and at the historical exchange rates 


for non-monetary ones. Foreign currency revenues and expenses are translated at the exchange rate in effect on the dates 
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Note 1. Significant Accounting Policies (continued) 


of the related transactions except for provisions for depreciation and depletion which are translated on the same basis as 
the related assets. With the exception of unrealized gains and losses on long term monetary assets and liabilities, which are 
being amortized to income over the remaining lives of the related items, foreign currency gains and losses are included in 
income immediately. 

The accounts of Canadian Pacific’s self-sustained foreign subsidiaries are translated into Canadian dollars using the 
year-end exchange rate for assets and liabilities and the average exchange rates in effect for the year for revenues and expenses. 
Exchange gains or losses arising from translation are deferred and included under Shareholders’ Equity as Foreign Currency 
Translation Adjustments. Also included as a foreign currency translation adjustment is the exchange credit arising from 
translation of Canadian Pacific Railway Company’s (Canadian Pacific Railway) Perpetual 4% Consolidated Debenture Stock. 


Post Retirement Beneftts 
For defined benefit plans, pension costs are actuarially determined on the basis of management’s best estimates using the 
projected benefit method prorated over the service lives of employees. Pension expense includes the cost of pension benefits 
earned during the current year and the amortization of adjustments arising from the pension plan amendments, experience 
gains and losses and changes in assumptions. The amortization period covers the expected average remaining service lives of 
employees covered by the various plans. The difference between the market related value of pension fund assets and the 
present value of accrued pension benefits, at the date the present accounting policy was adopted, is also being amortized over 
the expected average remaining service lives of plan employees. 

For defined contribution plans, pension costs generally equal plan contributions made during the current year. 

For post retirement health care and life insurance benefits, costs are based on the annual insurance premium paid to 


provide these benefits. 


Inventories 
Rail materials and supplies are valued at the lower of average cost and replacement cost. Raw materials and finished goods 
are valued at the lower of average cost and net realizable value. Stores and materials are valued at cost, less an allowance 


for obsolescence. 


Properties 
Transportation: Fixed asset additions and major renewals are recorded at cost. When railway depreciable property is retired or 
otherwise disposed of in the normal course of business, the book value, less salvage, is charged to accumulated depreciation. 
Depreciation is calculated on the straight-line basis at rates based upon the estimated service lives of depreciable 
property, except for rail and other track material in the United States which is based on usage. 
Equipment under capital lease is included in properties and depreciated over the period of expected use. 
Environmental remediation accruals for railway properties cover ten years of a site specific hydrocarbon remediation 
program and are recorded in accrued and deferred liabilities. 


Estimated service lives used for principal categories of transportation properties are as follows: 


Years 

RATLWAY 
Diesel locomotives 28 to 32 
Freight cars 23 to 43 
Ties : 35 to 45 
Rails in first position 21 to 30 
in other than first position 54 
Computer system development costs 5 to 10 
20 


SHIPS 
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Note 1. Significant Accounting Policies (continued) 


Energy: Canadian Pacific follows the full cost method of accounting for oil and gas properties, whereby all costs relating to 

the exploration for, and the development of, conventional crude oil and natural gas reserves are capitalized on a country-by- 
country cost centre basis. Costs accumulated within each cost centre are depleted and depreciated using the unit of production 
method, based on estimated proved reserves, with net production and reserves volumes of natural gas converted to equivalent 
energy units of crude oil. Proceeds from disposal of properties are normally deducted from the full cost pool without 
recognition of gain or loss. 

Costs of exploration in new cost centres, together with related land costs, are excluded from costs subject to depletion 
until it is determined whether or not proved reserves are attributable to the properties, or if impairment has occurred. 

In determining the depletion and depreciation provisions for conventional crude oil and natural gas assets, Canadian 
Pacific includes any excess of the net book value of those oil and natural gas assets over the unescalated, undiscounted future 
net operating revenues from its proved oil and natural gas reserves for each cost centre (ceiling test). A second ceiling test 
calculation is conducted on an enterprise basis, by including in the depletion and depreciation provisions any excess of the net 
book value of conventional oil and natural gas assets for all cost centres over the unescalated, undiscounted future net operating 
revenues from proved oil and natural gas reserves, less future general and administrative expenses, financing costs and income 
taxes. The ceiling test calculations utilize Canadian Pacific’s weighted average product prices prevailing at year-end. 

Depreciation of conventional crude oil and natural gas plant, production and other equipment is provided for using the 
unit of production method. Natural gas liquids extraction facilities are depreciated on a straight-line basis over the estimated 
service lives of the assets. 

Estimated future dismantlement and site restoration costs of conventional crude oil and natural gas assets are provided 
for using the unit of production method. Such costs for extraction facilities of natural gas liquids are provided for over the 
estimated service lives of the assets. Expenditures incurred to dismantle facilities and restore well sites are charged against the 
related restoration liability. 

Land, buildings and equipment are recorded at cost. Expenditures to acquire, explore for and develop identified mineral 
properties are capitalized, net of costs relating to production during the development phase, pending evaluation and completion. 
Expenditures on general exploration for producing properties and abandoned properties are charged against income. 

Depletion on producing mineral properties is provided for using a unit of production method based upon the proved 
mineral reserve position. 

Estimated costs for the reclamation of mineral properties are provided for using the unit of production method. 


Interest on funds borrowed to finance major energy projects is capitalized during the development and construction periods. 


Hotels: Hotel properties are recorded at cost including interest capitalized during construction of new facilities and major renewals. 
The sinking fund method of providing depreciation is used for buildings. This method will amortize the cost of the 


buildings over a maximum period of 40 years in a series of annual instalments increasing at the rate of 5% compounded annually. 


Goodwill 


Goodwill represents the excess of purchase price over fair value of identifiable assets acquired, and is amortized to income over 
the estimated periods of benefit. Canadian Pacific evaluates the carrying value of goodwill for possible impairment on an 


annual basis. Goodwill is written down to fair value when declines in value are considered to be other than temporary based 
upon expected cash flows of the respective subsidiary. 


1999 ANNUAL REPORT Financial Statements 


Note 1. Significant Accounting Policies (continued) 


Financtal Instruments 


Derivative financial instruments are utilized by Canadian Pacific to manage its exposure to market risks relating to foreign 
currency exchange rates, interest rates and commodity prices. Unrealized gains and losses on derivative instruments used to 
convert the Canadian dollar principal of long term debt to United States dollars are amortized into income over the term of 
the related debt instrument. Unrealized gains and losses on derivative instruments, except those used as hedges, are recognized 
in income in the current period. Unrealized gains and losses on derivative instruments used as hedges are recognized in 
income in the period that the hedged exposure is recognized in income, which is the same period as the instrument is settled. 
The gain or loss is netted against the income or expense item which was hedged. Gains or losses realized on the termination 
of derivative instruments prior to their maturity are deferred and recognized in the period that the item which was hedged by 


the terminated instrument is recognized in income. 


Stock Options 
The Corporation has a stock-based compensation plan, as described in Note 18 Stock Options, which grants stock options 
and Stock Appreciation Rights (SARs) to certain key employees. 

Compensation expense is not recognized for stock options. Any consideration paid by employees on the exercise of 
stock options is credited to share capital. In the event options are cancelled, no adjustment is made to share capital and no 
expense is recognized. 

Compensation expense is recognized for SARs, in the year SARs become exercisable, for the excess of the market value 


of a common share over the related option price. 


Restructuring Charges 
Restructuring costs are recorded in the year detailed exit and restructuring plans are approved. Provisions for restructuring 
costs are recorded in accrued and deferred liabilities. Certain components of the restructuring liability are recorded at their 


present value and the related discount is amortized over the payment period. 


Note 2. 
SEGMENTED INFORMATION 


Canadian Pacific has five reportable segments in three core business activities. The segments are Canadian Pacific Railway, 
CP Ships, PanCanadian Petroleum Limited (PanCanadian), Fording Inc. and Canadian Pacific Hotels & Resorts Inc. 
Canadian Pacific Railway provides rail and intermodal freight transportation services across Canada and into the U.S. 
midwest and northeast. CP Ships is a container shipping company operating in the North Atlantic, Latin America and 
Australasia. PanCanadian produces and markets crude oil, natural gas and natural gas liquids in Canada and internationally. 
Fording Inc. produces metallurgical coal for the international steel industry, thermal coal for electric utilities, and also 
produces wollastonite and tripoli. Canadian Pacific Hotels & Resorts Inc. operates, in Canada and internationally, full service 
hotels, some of which are owned. 

The accounting policies of the segments are described in the summary of significant accounting policies. Canadian 
Pacific evaluates performance based on many factors, including net income or loss. 

Canadian Pacific’s reportable segments are distinct strategic business units that offer different products and services. 
They are managed separately because of the different operational and marketing strategies required for each segment. 


The segments are separate legal entities, with any acquisitions being integrated into the segment. 
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Note 2. Segmented Information (continued) 


(in millions) 


TRANSPORTATION 
Canadian Pacific Railway 


CP Ships 


Total (after elimination of 


intra-activity charges*) 


ENERGY 


PanCanadian Petroleum Limited 


Fording Inc. 


Total 


HOTELS AND REAL ESTATE 
Canadian Pacific Hotels 
& Resorts Inc. 


TOTAL OF SEGMENTS 
(after elimination of 


inter-activity charges“) 


OTHER 


Other activities 


CONTINUING OPERATIONS 


(after inter-company eliminations) 


DISCONTINUED OPERATIONS 
(Note 6) 


CONSOLIDATED TOTAL 


Cost of Selling, Depreciation, 
Goods Sold General and Depletion and Operating 
Revenues and Services Administrative Amortization Income 
1999 $ 3,496.4 $ 2,038.9 $ 903.3 $ 292.5 $ 261.7 
1998 3,516.5 1,910.0 591.5 279.0 736.0 
Oo) 3,716.8 2,049.0 616.5 249.2 802.1 
1999 $ 2,798.9 $ 2,179.3 $ 421.0 $ 69.5 $ 129.1 
1998 2,646.7 2,018.2 396.8 53.8 W/Z) 
1997 1,475.8 1,085.3 (95:3 38.2 157.0 
1999 $ 6,148.4 $ 4,071.3 $ 1,324.3 $ 362.0 $ 6390.8, 
1998 6,014.4 3,779.4 988.3 332.8 91329 
WIDT 5,049.8 PES IES) 811.8 287.4 959.1 
1999 $ 3,873.0 $ 2,586.2 $ 955 $ 623.0 $ 568.3 
19S 2,965.6 1,986.1 93.4 634.3 251.8 
1997 3,238.6 2,076.8 111.0 550.4 500.4 
1999 $ 855.6 $ 707.2 $ a3 $ 73.6 $ 63.5 
1998 906.1 694.6 13.8 68.4 129.3 
Ie 1,017.8 748.5 11.2 61.1 197.0 
1999 $ 4,728.6 $ 3,293.4 $ 106.8 $ 696.6 $ 631.8 
1998 iS, oried 2,680.7 107.2 702.7 381.1 
1997 4,256.4 2,825.3 122 611.5 697.4 
1) $ 749.2 $ 373.4 $ 129.1 $ © ©=6.23.7 $ 223.0 
1998 549.5 256.6 et 14.6 180.6 
1997 565.1 324.4 67.7 36.4 136.6 
1999 $11,367.1 $ 7,479.0 $ 1,560.2 $ 1,082.3 $ 1,245.6 
1998 10,151.0 6,432.1 ILE) 1,050.1 1,475.6 
1997 9,560.0 5,829.9 1,001.7 93553 INVER 
1999 
1998 
WO : 
1999 $11,367.1 $ 7,479.0 $ 1,560.2 $ 1,082.3 $ 1,245.6 
1998 10,151.0 6,432.1 9S 2 1,050.1 1,475.6 
ey 9,560.0 5,829.9 1,001.7 935.3 Vig oeu 
NOB) 
1998 
1997 
1999 
1998 
LO 


Charges between entities within the same core activity, or between entities in different core business activities are made at normal tariff or other arm’s length 


rates, Charges between entities within the same business activity are eliminated in reporting revenues and expenses by business activity. Services provided 


by entities in the Transportation business activity to other entities in this activity yielded revenues in 1999 of $146.9 million (1998 — $148.8 million; 


1997 — $142.8 million). 
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Interest Non-Operating Income Tax Goodwill 
Expense, Expense Expense Minority Charges, Net Income Segment Additions to 
Net (Income) (Recovery) Interest Net of Tax (Loss) Assets Properties 
$ ©6136.6 $ 26.2 $ 37.0 $ = $ = $ 61.9 $ 8,643.7 $ ©6843.0 
118.5 18.4 Doe, = = 367.4 8,306.8 1,102.3 
119.5 37.3 228.6 = = 416.7 7,502.4 858.0 
$ 6.6 $ 0.4 $ 17.0 $ (2.4) $ 22.3 $ 85.2 $ 1,774.9 $ 126.7 
(0.7) 0.4 10.4 ~ 16.5 15423 1,803.4 125.3 
(3.4) = 14.4 = lS} 134.7 1,329.4 89.0 
$ 6143.2 $ 26.6 $ 54.0 $ (2.4) $ 22.3 $ 6147.1 $10,418.6 $ 969.7 
117.8 18.8 242.1 = 16.5 518.7 10,110.2 1,227.6 
116.1 B73 243.0 = 13 551.4 8,831.8 947.0 
$ 81.3 $ 1.4 $ §©134.0 $ 649.9 $ 614.5 $ 287.2 $ 6,430.8 $ 844.2 
99.5 (15.5) 16.7 20.0 14.5 116.6 6,120.1 893.6 
45.9 1.8 ARS) 42.8 14.7 Aisi) 5,682.8 1,244.5 
$ 158) $ 0.5 $ 20.2 $ = $ = $ 26.9 $ 1,073.6 $ 38.2 
20.4 0.1 42.8 = 0.1 65.9 1,170.3 68.5 
9.6 (0.4) 70.1 = = IH 1,118.0 223.4 
$ QR $ Ue) $ 154.2 $ 649.9 $ 14.5 $ 6314.1 $ 7,504.4 $ §©882.4 
tL9'9 (15.4) 595 20.0 14.6 182.5 7,290.4 962.1 
Sa) 1.4 191.6 42.8 14.7 391.4 6,800.8 1,467.9 
$ 46.3 $ = $ 54.6 $ 0.9 $ Ast $ =6118.5 $ 1,913.2 by aber 
B22) 0.3 48.0 = eS) 98.6 1,944.7 117.0 
iN (202.6) 156.6 oa 0.2 163.3 TO Ty 50.1 
$ 286.7 $ 28.5 $ ©6262.8 $ ©648.4 ny BERS $ 579.7 $19,836.2 $ 1,974.8 
269.9 Sh 349.6 20.0 32.6 799.8 19,345.3 2,306.7 
190.7 (163.9) Se? 42.8 26.2 1,106.1 16,352.3 2,465.0 
Se (12.1) $ 17.0 $ (19.1) $ = $ = $ 14.2 $ 2,188.4 $ Eo 
(19.2) Toys (55.4) = = it55) 2,042.1 30.4 
4.1 188.3 (33.0) - = (159.4) 2,346.1 = 
$ 274.6 $ 45.5 - $ 243.7 $ 648.4 $3955 $ 593.9 $20,318.0 $ 1,976.7 
250.7 76.8 294.2 20.0 32.6 801.3 19,669.4 2,537 
194.8 24.4 558.2 42.8 26.2 946.7 IASSisHley) 2,465.0 
$ = $ = $ = 
309.1 - = 
$5939 $20,318.0 $ 1,976.7 
801.3 19,669.4 2 5337eil 
1,255.8 WASHES) 2,465.0 


** Charges between entities in different business activities are not eliminated in reporting revenues and expenses by business activity but are eliminated in 
reporting total consolidated revenues and expenses. Consolidated net income is not affected by this practice. Services provided by the Transportation business 


activity to other business activities yielded revenues in 1999 of $259.1 million (1998 — $284.6 million; 1997 — $311.3 million). 
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Note 2. Segmented Information (continued) 


Notes 

Transportation: 

* Included in selling, general and administrative expenses of Canadian Pacific Railway, in 1999, is a $500.6 million ($301.5 million after tax) 
provision, primarily for workforce reductions. 

* Included in revenues of Canadian Pacific Railway, in 1997, is $134.1 million ($99.3 million after tax) of gains from the sale of Kansas City 
and Corn Lines (KCCL), Molson Centre lease and a portion of the St. Lawrence & Hudson line. 


Hotels and Real Estate: 

* Included in revenues of Canadian Pacific Hotels & Resorts Inc., in 1998, is $31 million ($17 million after tax) relating to real estate activities. 

* Included in non-operating items of Canadian Pacific Hotels & Resorts Inc., in 1997, is a $211 million gain ($99.8 million after tax) on 
disposition of business hotels. 


Other: 

* Included in non-operating items of other activities, in 1999, is $27 million ($15 million after tax) income for foreign exchange gains and a 
$7 million ($4 million after tax) reversal of the 1997 provision for information technology costs to offset charges taken in the five reportable 
segments and, in 1998, is a $70 million ($39 million after tax) provision for foreign exchange losses and a $47 million ($26 million after tax) 
reversal of the 1997 provision for information technology costs and, in 1997, is a $73 million ($41 million after tax) provision for foreign 
exchange losses and a $54 million ($30 million after tax) provision for information technology costs. 

* Income tax expense in 1997 includes a $35 million general tax provision. 


Geographic Information 


(in millions) 1999 1998 1997 
CANADA 
Revenues 
Domestic $ 3,865.1 $ 3,611.0 $ 4,460.3 
Export 1,973.0 1,823.7 1,833.5 
Inter-company revenues (406.0) (400.1) (454.1) 
$ 5,432.1 $ 5,034.6 $ 5,839.7 
Operating income $ 1,130.3 $ 1,204.1 $ 1,509.9 
Total assets $ 14,320.9 $ 14,015.8 $ 13,142.2 
UNITED STATES 
Revenues $ 3,879.0 $ 3,444.1 $ 2,935.0 
Operating income $ 64.0 $ 167.7 $ PAST 
Total assets $ Seal $ 3,370.4 $ 2,858.0 
OTHER COUNTRIES 
Revenues $ 2,056.0 $ 1,672.3 785.3 
Operating income $ Sil} $ 103.8 69.5 
Total assets $ 2,274.0 $ 2,283.2 ieseanle7e 
SUMMARY 
Revenues $ 11,367.1 $ 10,151.0 $ 9,560.0 
. . 1 | =e SS 
Operating income $ 1,245.6 $ 1,475.6 $ 1,793.1 
Total assets $ — 20,318.0 $ — 19,669.4 $o017,/8919 
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Note 3. 
INTEREST EXPENSE, NET 
(in millions) 1999 1998 1997 
Long term debt and debenture stock $ 280.5 $ 270.4 $ NASD 
Short term debt 33.8 29.3 5.5 
314.3 999.7 970.7 
Less: Interest income 39.7 49.0 75.9 
$ 274.6 § 250.7 $1948 
Note 4. 
NON-OPERATING EXPENSE (INCOME) 
(in millions) 1999 1998 1997 
Gain on sale of business hotels $ = $ - $ (211.0) 
Information technology costs (7.0) (47.0) 54.0 
Amortization of exchange losses Ue) 8.9 20.4 
Other exchange losses (gains) (23.5) 47.5 76.7 
Amortization of the discount of the present value 
of the restructuring charges 11.8 21.1 30.7 
Other 56.3 46.3 53.6 
$ 45.5 $ 76.8 $ 24.4 
Note 5. 
INCOME TAX EXPENSE 
(in millions) 1999 1998 1997 
CANADIAN 
Current $ SShil $ 119.5 $ 105.9 
Deferred 189.5 153.0 432.0 
$ 248.6 $ DLS $ Sov 
FOREIGN 
Current $ NES) $ 16.2 $ 27.0 
Deferred (22.4) 55 (6.7) 
$ (4.9) § D7 $203 
TOTAL 
Current $ 76.6 $ 135.7 $ 13259 
Deferred 167.1 158.5 es) 


The deferred income tax expense arose from the following: 


Excess of tax over book depreciation $ 265.4 $ 271.2 $ 176.6 
Exploration and development allowances in excess of depletion (52.1) (83.5) 99.5 
Losses tax affected (28.9) (65.8) (88.0) 
Tax losses utilized 28.3 27.0 161.9 
Write-down of assets and restructuring costs (200.3) 7.0 6.8 
Reduction in restructuring accruals 57.8 44.9 54.7 
Partnership income deferred 179.8 - - 
Other (82.9) (42.3) 13.8 


$ 167.1 $ 158.5 $ 425.3 
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Note 5. Income Tax Expense (continued) 


The difference between the income tax expense and the provision obtained by applying the statutory tax rate is as follows: 


(in millions) 1999 
Provision at Canadian statutory rates $ 408.9 
Depletion and resource allowances (123.4) 
Foreign tax rate differentials (25.5) 
Royalties and mineral reserve tax 59.0 
Losses (gains) not tax affected (16.8) 
Previously unrecognized loss carryforwards utilized (26.7) 
Large corporation tax 24.1 
Other, including tax reassessments and provisions (55.9) 
Income tax expense $ 243.7 


Note 6. 
DISCONTINUED OPERATIONS 


1998 


$ 514.5 
(80.2) 
(101.8) 

441 

4.5 
(15.6) 

207 
(94.0) 

$ 294.2 


1997 


$ 703.6 
(105.2) 

(76.2) 

Seyi 

22.8 

(116.5) 

21.0 

55.0 

$ 558.2 


The Corporation completed the sale of its interest in Laidlaw Inc. (Laidlaw) in July 1997. The interest was sold by means of 


Laidlaw Share Purchase Rights, represented by instalment receipts. The first instalment of $9.45 per share was received on 


closing and the final instalment of $9.40 per share was received in early July 1998. Net proceeds from the sale amounted to 


$990.8 million, and resulted in a gain of $271.5 million. 


The results cf 1997 discontinued operations are summarized below: 


(in millions) 


Equity in income 
Gain on disposal 
Income tax expense 


Income from discontinued operations 


1997 
Laidlaw 


$ 37.6 
Difles 


$ 309.1 


Note 7. 
CHANGES IN NON-CASH WORKING CAPITAL BALANCES 


(in millions) 1999 


(Increase) decrease in current assets: 


Accounts receivable $ (165.6) 

Instalment receipts ; - 

Inventories Sil 
Increase (decrease) in current liabilities: 

Accounts payable and accrued liabilities (233.2) 

Income and other taxes payable 18.1 

(375.6) 

Decrease in non-cash working capital balances relating to 

reduction in restructuring accruals UGLY 
Increase in non-cash working capital balances from 

business acquisitions and joint ventures (63.1) 
Other changes in non-cash working capital balances 

(mainly reclassifications from/to current assets/liabilities 

to/from long term assets/liabilities) (74.7) 
(Increase) decrease in non-cash working capital balances $ (401.7) 
Note 8. 


BUSINESS ACQUISITIONS AND INVESTMENTS 


Expenditures on business acquisitions and investments comprise the following: 


(in millions) 1999 


Shipping companies and other $ 28.1 
Princess Hotels - 
Delta Hotels = 


CS Resources Limited = 


$ 28.1 
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$ 


$ 


1998 


869.5 


1998 


284.6 
865.2 
92.9 


1,242.7 
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1997 


$ (273.1) 
(632.0) 
(23.1) 


680.5 


(14.6) 
(262.3) 


(155.1) 


1997 

$ 232.3 
465.9 

$ 698.2 


Effective November 1, 1998, Canadian Pacific acquired the trade and certain net assets of Australia New Zealand Direct 
Line and on May 20, 1998 acquired the trade and certain net assets of Ivaran Lines. The total acquisition cost of these two 
container shipping businesses and other minor acquisitions amounted to $284.6 million. The excess of total cost over fair 
value, which includes restructuring and other costs, amounted to $227 million. It has been allocated to goodwill and is being 


amortized over 35 years. The results of the shipping acquisitions have been included in the Transportation business activity, 


under CP Ships, from the dates of acquisition. 


On August 5, 1998, Canadian Pacific acquired for $865.2 million seven Princess resort properties of which five are 
100% owned and two are 49% owned. The excess of total cost over fair value amounting to $77.4 million has been allocated 
to goodwill and is being amortized over 40 years. The results of Princess have been included in the Hotels and Real Estate 


business activity, under Canadian Pacific Hotels & Resorts Inc., from the date of acquisition. 
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Note 8. Business Acquisitions and Investments (continued) 


On May 7, 1998, Canadian Pacific acquired Delta Hotels which manages, franchises and licences 31 properties. The 
total acquisition cost was $92.9 million, and included the management company, the “Delta Hotels” brand and three leasehold 
hotels. The excess of total cost over fair value amounting to $43.6 million has been allocated to goodwill and is being 
amortized over 40 years. The results of Delta have been included in the Hotels and Real Estate business activity, under 
Canadian Pacific Hotels & Resorts Inc., from the date of acquisition. 


The 1998 acquisitions have been accounted for as follows: 


Shipping 
(in millions) Princess Delta and Other Total 
Assets Acquired: 
Net current assets $ 6.0 $ = $ = $ 6.0 
Investments 16.8 = 7g 88.7 
Net properties 765.0 MP) 42.0 829.2 
Goodwill 774 43.6 227.0 348.0 
Other long term assets - 34.0 = 34.0 
Liabilities Acquired: 
Net current liabilities ~ (6.9) (29.3) (36.2) 
Long term debt ~ - (27.0) (27.0) 
Total acquisition cost $ 865.2 $ PD $ 284.6 $ 1,242.7 


On October 29, 1997, Canadian Pacific acquired 100% of the issued and outstanding shares of Contship Containerlines 
Limited and on July 29, 1997, acquired the assets of Lykes Lines, as part of Lykes’ Chapter 11 bankruptcy reorganization. 
The total acquisition cost of these two container shipping businesses and other minor acquisitions amounted to $232.3 million. 
The excess of total cost over fair value, which includes restructuring and other costs, amounted to $333.2 million. It has been 
allocated to goodwill and is being amortized over 35 years. The results of the shipping acquisitions have been included in the 
Transportation business activity, under CP Ships, from the dates of acquisition. 

Effective July 15, 1997, Canadian Pacific acquired 100% of the issued and outstanding shares of CS Resources Limited 
for $465.9 million. The results of CS Resources Limited have been included in the Energy business activity, under 
PanCanadian Petroleum Limited, from the date of acquisition. 


The 1997 acquisitions have been accounted for as follows: 


Shipping 
(in millions) CS Resources and Other Total 
Assets Acquired: 
Net current assets $ 14.0 $ = $ 14.0 
Investments _ 47.1 47.1 
Net property, plant and equipment 537.6 76.6 614.2 
Goodwill - 333.2 Soon 
551.6 456.9 1,008.5 
Liabilities Acquired: 
Net current liabilities - (162.1) (162.1) 
Long term debt (57.0) (62.5) (119.5) 
Other long term liabilities (28.7) = (28.7) 
Total acquisition cost $ 465.9 $ 2323 $ 698.2 
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Note 9. 
INVENTORIES 
(in millions) 1999 1998 
Rail materials and supplies $ ‘Bal $ 194.6 
Raw materials and work in progress 39.0 41.0 
Finished goods GSD 170.2 
Stores and materials 81.8 72.4 
$ 473.1 $ 478.2 
Note 10. 
INVESTMENTS 
(in millions) 1999 1998 
Accounted for on the equity basis: 
Legacy Hotels Real Estate Investment Trust $ 121.4 $ 109.9 
Hotel partnerships 89.5 62.6 
Rail investments 91.2 101.4 
Other 5.4 5.4 
Accounted for on the cost basis 78.5 124.6 
$ 386.0 $ 403.9 
Note 11. 
PROPERTIES AND ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION 
1999 1998 
Accumulated 
Depreciation, 
Depletion and 
(in millions) Cost Amortization Net Net 
TRANSPORTATION 
Canadian Pacific Railway $ 11,242.3 $ 3,813.6 $ 7,428.7 $ 6,992.5 
(Ce Ships 765.1 257.0 508.1 459.0 
12,007.4 4,070.6 7,936.8 7,451.5 
ENERGY 
PanCanadian Petroleum Limited 10,893.8 5,399.6 5,494.2 5,286.4 
Fording Inc. 1,378.5 548.6 829.9 879.4 
DPS 5,948.2 6,324.1 ___. ~ 5165.8 
HOTELS AND REAL ESTATE 
Canadian Pacific Hotels & Resorts Inc. 1,508.0 215.0 1,293.0 1,297.7 
OTHER 198.7 Tol 191.6 194.9 
$ 25,986.4 $ 10,240.9 $ 15,745.5 $ 15,109.9 
i El ad 
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Note 12. 
OTHER ASSETS AND DEFERRED CHARGES 
(in millions) 1999 | 
Unamortized exchange loss $ 149.2 
Goodwill, net of amortization 858.6 
Prepaid pension cost 176.7 
Long term receivables and deposits 52.4 
Unamortized discount on long term debt and issue costs ES) 
Systems development 32.2 
Management contracts 75.3 
Deferred charges and other PLS 
$ 1,441.2 
Note 13. 
LONG TERM DEBT 
(in millions) 1999 | 
CANADIAN PACIFIC RAILWAY COMPANY 
6.875% — 9.45% Debentures due 2003 — 2022 $ 1,102.5 
Perpetual 4% Consolidated Debenture Stock 60.7 
6.91% Secured Equipment Notes due 2005 — 2024 235.0 
Obligations under capital leases due 2000 — 2014 247.1 
CP SHIPS 
Obligations under capital leases due 2000 — 2008 64.1 
PANCANADIAN PETROLEUM LIMITED 
5.5% — 8.4% medium term notes due 2001 — 2008 813.7 
8.75% Debentures due 2005 200.0 
10.55% Debentures due 2000 = 
Commercial paper 60.0 
Bank loans 37.2 
CANADIAN PACIFIC HOTELS & RESORTS INC. 
8.84% bank loan due 2016 88.8 
CANADIAN PACIFIC LIMITED 
10.5% Debentures due 2001 250.0 
5.85% — 6.65% medium term notes due 2005 — 2009 350.0 
CANADIAN PACIFIC SECURITIES LIMITED 
11.6% Guaranteed Debentures due 2026 29D) 
10.75% Guaranteed Debentures due 1999 = 
OTHER Pel 
3,540.7 
Less: Long term debt maturing within one year 50.0 
$ 3,490.7 


$ 2939) 


1998 


$ 1,162.5 


$ S29 980 
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Note 13. Long Term Debt (continued) 


The Corporation's debentures and medium term notes and Canadian Pacific Railway’s debentures are unsecured, but carry a 
negative pledge. U.S.$250 million of Canadian Pacific Railway’s debentures are callable starting in 2002 at a premium which 
declines over time. 

Canadian Pacific Railway, through a number of interest rate swaps, converted U.S.$100 million of its long term debt 
with a fixed interest rate of 7.68% into a floating interest rate based on U.S. LIBOR and $40.8 million of its long term debt 
with fixed interest rates from 7.93% to 8.10% into floating based on Bankers’ Acceptance rates. 

Canadian Pacific Railway’s Secured Equipment Notes are full recourse obligations secured by a first charge on specific 
units of railway rolling stock. 

Canadian Pacific Railway’s Perpetual 4% Consolidated Debenture Stock constitutes a first charge upon and over 
the whole of the undertaking, railways, works, rolling stock, plant, property and effects of Canadian Pacific Railway, with 
certain exceptions. 

Canadian Pacific Railway’s obligations under capital leases bear fixed interest rates which vary from 6.85% to 7.63% 
and CP Ships’ obligations under capital leases bear fixed interest rates which vary from 5% to 15%. 

A series of forward foreign currency exchange, interest rate swap and cross currency interest rate swap transactions have 
been entered into with respect to PanCanadian’s 10.55% Debentures due 2000 amounting to $150 million, which result in an 
effective interest rate of 8.64% on U.S.$109.5 million. This debenture was redeemed in September 1999; however, the related 
swap, which matured January 4, 2000 remained outstanding as at December 31, 1999. 

With respect to U.S.$100 million of PanCanadian’s medium term notes with a fixed interest rate of 7.645%, an interest 
rate swap transaction was entered into and subsequently cancelled and an option was sold but never exercised, resulting in 
an effective interest rate of 6.48%. PanCanadian, through a series of interest rate and cross-currency interest rate swaps, 
converted another $100 million of medium term notes with a fixed interest rate of 8.4% into U.S.$73.1 million with an 
effective interest rate of U.S. three-month LIBOR minus 41 basis points, and converted a further $100 million of medium 
term notes with a fixed interest rate of 7.5% into U.S.$73 million with an effective rate of U.S. three-month LIBOR minus 
99 basis points. In addition, PanCanadian converted $100 million and $225 million with fixed interest rates of 5.5% and 
5.8%, respectively, and entered into a series of interest rate and cross-currency interest rate swap transactions. The swap 
transactions converted the $100 million medium term notes into U.S.$71 million with an effective interest rate of U.S. 
three-month LIBOR minus 68 basis points and the $225 million medium term notes into U.S.$71 million and $125 million 
with effective interest rates of U.S. three-month LIBOR minus 52 basis points and three-month Bankers’ Acceptance rates 
minus 5 basis points, respectively. 

PanCanadian’s debentures and medium term notes are unsecured, but carry a negative pledge. 

At December 31, 1999, foreign currency long term debt, denominated principally in U.S. dollars, amounted to 
$1,840.3 million (1998 — $1,987.8 million). 

Annual maturities and sinking fund requirements for each of the five years following 1999 are: 2000 — $50 million; 
2001 — $419.3 million; 2002 — $162.7 million; 2003 — $479.7 million; 2004 — $111.8 million. 

In addition to the financial instruments associated with the long term debt referred to above, the Corporation and a 
number of its subsidiaries are parties with major financial institutions to other financial instruments with off-balance sheet 


risk as discussed below. 
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Note 13. Long Term Debt (continued) 


Commodity Instruments 

Changes in oil prices are primarily hedged using New York Mercantile Exchange’s (NYMEX) West Texas Intermediate 
(WTI) futures contracts and fluctuating differentials for crude oil quality are hedged using over-the-counter (OTC) 
financial instruments. As at December 31, 1999, Canadian Pacific has entered into transactions to fix the selling price on 
approximately 8,000 barrels per day of production from the pending Scott and Telford purchase at a dated Brent price of 
U.S.$21.43 per barrel. Exposure to changing natural gas prices is hedged primarily through NYMEX natural gas futures 
contracts and OTC financial instruments. At December 31, 1998, Canadian Pacific had sold forward approximately 

366 million cubic feet per day of natural gas over the period of January 1999 to March 2000. These natural gas hedging 
instruments were terminated prior to December 31, 1999. As at December 31, 1999, the unrealized gain related to 


commodity instruments was $2.4 million. 


Forward Foreign Currency Exchange Contracts 

Exposure to changes in the Cdn./U.S. dollar exchange rate on future commodity revenue streams and long term debt 
denominated in U.S. dollars is managed by selling or purchasing forward U.S. dollars at fixed rates in future periods. As at 
December 31, 1999, Canadian Pacific had entered into foreign exchange contracts to sell approximately U.S.$4,296.3 million 
at rates ranging from 1.28 to 1.46 over the years 2000 to 2004. As at December 31, 1999, the unrealized loss on forward 


foreign currency exchange contracts not recognized in income was $136.4 million. 


Credit Risk Management 

Canadian Pacific is exposed to credit losses in the event of non-performance by counterparties to financial instruments including 
interest rate swaps on certain inter-company debt. Canadian Pacific mitigates this risk by contracting with counterparties of 
high credit quality and, in certain circumstances, through the requirement of credit insurance coverage from the Export 
Development Corporation or other similar security. In addition, Canadian Pacific deals with an appropriate number of 


counterparties when entering financial instrument contracts, thereby reducing the risks that would result from concentration. 


Interest Rate Exposure and Fair Values 


Canadian Pacific’s exposure to interest rate risk along with the total carrying amounts and fair values of its financial instruments 
are summarized in the following table: 


Floating Fixed Interest Rate Maturing In: aio tall 

Interest Less Than One to More Than Non-Interest Carrying Fair 
(in millions) Rate One Year Five Years Five Years Bearing Value Value 
FINANCIAL ASSETS 
Cash and short term investments $ 6561.2 $ = fi ae) - $ = 8 boil $3) Sail? 
Accounts receivable = 13.4 = = 1,697.6 1,711.0 1,711.0 
Other assets - - - - 52.4 52.4 52.4 
FINANCIAL LIABILITIES 
Bank loans (40.5) = _ = - (40.5) (40.5) 
Commercial paper (724.5) = ~ = = (724.5) (724.5) 
Accounts and other payables = = = - (2,594.9) (2,594.9) (2,594.9) 
Long term debt (97.3) (50.0) (1,166.9) (2,226.5) @) = (3,540.7) (3,581.6) 
DERIVATIVE INSTRUMENTS 
Interest rate swaps on long term debt (712.8) - 387.8 325.0 ® = = (30.1) 
Forward foreign currency contracts - ~ - = - - (136.4) 
Commodity instruments - _ - - - - 2.4 


(1) Includes $60.7 million of Perpetual 4% Consolidated Debenture Stock with no maturity date. 
(2) Interest rate swaps totalling $325 million, for debt maturing in more than five years, expire as follows: 2006 — $100 million; 2008 — $225 million. 
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Note 13. Long Term Debt (continued) 


For 1998, the fair value of short term financial assets and liabilities was estimated to equal the carrying value on the 
balance sheet. The fair values for 1998 of long term debt, interest rate swaps, forward foreign currency contracts and 
commodity instruments were $3,747.2 million, $24.5 million, $(587.3) million and $30.6 million, respectively. 

Canadian Pacific has determined the estimated fair value of its financial instruments based on appropriate valuation 
methodologies. However, considerable judgment is necessary to develop these estimates. Accordingly, the estimates presented 
herein are not necessarily indicative of what Canadian Pacific could realize in a current market exchange. The use of different 
assumptions or methodologies may have a material effect on the estimated fair value amounts. 

The following methods and assumptions were used to estimate the fair value of each class of financial instrument: 

* Short term financial assets and liabilities are valued at their carrying amounts as presented in the Balance Sheet, which are 
reasonable estimates of fair value due to the relatively short period to maturity of these instruments. 

* The fair value of publicly traded long term debt is determined based upon market prices at December 31, 1999. The fair 
value of other long term debt is estimated based on rates currently available to Canadian Pacific for long term borrowing 
with similar terms and conditions to those borrowings in place at the balance sheet date. 

* The fair value of derivative instruments is estimated as the discounted unrecognized gain or loss calculated based on market 
prices or rates at December 31, 1999, which generally reflects the estimated amounts that Canadian Pacific would receive or 


pay to terminate the contracts at the balance sheet date. 


Note 14. 
DEFERRED LIABILITIES 

(in millions) ‘ 1999 1998 
Provision for restructuring costs $ Syl $ ° 260.6 
Future removal and site restoration costs 342.6 302.4 
Deferred workers’ compensation 62.9 62.7 
Deferred hedging gains 50.3 25.5 
Deferred revenue 14.0 Te: 
Unrealized loss on forward exchange contracts 102.1 147.1 
Other 236.3 254.7 
$ il Syl $ 1,060.5 
eee el en 

Note 15. 

DEFERRED INCOME CREDITS 

(in millions) 1999 1998 
Federal government $ 140.1 $ 1519 
Other bodies 151.1 182.5 
Investment tax credits 56.9 59.7 
Surplus accumulated depreciation 37.9 46.1 
229 


Other 48.3 ee ae 
$ 434.3 $ 463.1 


Federal government funds were primarily for the rehabilitation of certain western branch lines. Funds received from other 
bodies were mainly for the relocation of railway lines. Deferred income credits are being amortized to income on the same 


basis as the related properties are being depreciated. 
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Note 16. 
MINORITY SHAREHOLDERS’ INTEREST IN SUBSIDIARY COMPANIES 

(in millions) 1998 

PanCanadian Petroleum Limited $ 356.3 

Canadian Pacific Hotels & Resorts Inc. - 

CP Ships - 

Other 1.4 
$ S5/en 

Note 17. 


SHAREHOLDERS’ EQUITY 


The Corporation's articles were amended on July 4, 1996, to change the classes and number of shares authorized for issuance 
to an unlimited number of common shares and an unlimited number of first preferred shares and second preferred shares. 

Also on July 4, 1996, the Corporation completed an arrangement under Section 192 of the Canada Business Corporations 
Act with Canadian Pacific Railway Company (Old CPL) in connection with a reorganization (the Reorganization) which 
resulted in the Corporation becoming the parent corporation of Old CPL, CP Ships Inc., PanCanadian Petroleum Limited, 
Fording Coal Holdings Inc., and Canadian Pacific Hotels & Resorts Inc. As part of the Reorganization, the ordinary shares 
of Old CPL were exchanged for common shares of the Corporation on a one for one basis and the preference shares of Old 
CPL were converted into common shares of the Corporation at a ratio of 4.263 preference shares for each common share. 
Holders of Old CPL’s Consolidated Debenture Stock elected to either (i) exchange their Consolidated Debenture Stock for 
cash or common shares of the Corporation or (ii) retain their Consolidated Debenture Stock with no change to the terms 
thereof and with the support of bank letters of credit. Following the Reorganization, the Corporation held, directly or indirectly, 
on a consolidated basis, the same assets and was subject to the same liabilities as Old CPL prior to the Reorganization. 

On March 31, 1999, the Corporation completed the issue of 8.8 million 5.65% Cumulative Redeemable First 
Preferred Shares, Series A for $220 million. The holders of the preferred shares are entitled to a fixed annual dividend of 
$1.4125 per share payable quarterly. At December 31, 1998 and 1997, no first preferred shares or second preferred shares were 
outstanding. 


An analysis of common share balances is as follows: 


1999 1998 1997 
(in millions) Number Amount Number Amount Number Amount 
Balance, January 1 3325/0, 340.7 $ 1,794.4 346.9 $ 1,814.4 
New issue - — 0.3 8.0 = = 
Issued under dividend reinvestment and 
share purchase, and stock option plans 0.3 oil 0.5 1387 0.8 16.6 
Share repurchase plans (6.7) (33.0) (8.8) (45.9) (7.0) (36.6) 
Balance, December 31 326.3 $ 1,746.3 33227 ae alee FOL2 340.7 $ 1,794.4 


The Corporation has a Dividend Reinvestment and Share Purchase Plan which permits participants to acquire 
additional common shares of the Corporation by reinvesting cash dividends paid on common shares held by them and/or 
by investing optional cash payments, to a maximum of $30,000 in any calendar year. 
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Note 17. Shareholders’ Equity (continued) 


In July 1996, the Corporation announced a program to repurchase, in a 12 month period, up to 10 million of its 
common shares, representing about 3% of its then outstanding common shares. This program was continued in 1997, 
1998 and 1999. In January 2000, the Corporation increased the number of shares it may repurchase under this program to 
16 million or approximately 5% of its then outstanding common shares. In 1999, 1998 and 1997, 6.7 million, 8.8 million and 
7 million shares were repurchased for $222.9 million, $324.7 million and $272 million, respectively. Of the cost, $33 million, 
$45.9 million and $36.6 million was charged to common shares, while $189.9 million, $278.8 million and $235.4 million was 
charged to Paid-in Surplus for 1999, 1998 and 1997, respectively. 

The amounts and timing of repurchases are at the Corporation’s discretion and, under the current program, can be 
made until August 18, 2000, at prevailing market prices on the Toronto and New York stock exchanges. 


Foreign Currency Translation Adjustments: 


An analysis of the Foreign Currency Translation Adjustments balance is as follows: 


(in millions) 1999 1998 1997 
Balance, January 1 $ 187.0 $ 77.0 $ 67.6 
Effect of exchange rate changes (128.7) 110.0 26.2 
Discontinued operations - - (16.8) 
Balance, December 31 $ 58.3 $ 187.0 $ 77.0 


Note 18. 
SLLOCKIOR TIONS 


Under the Corporation’s stock option plan, options may be granted to certain key employees to purchase common shares of 
the Corporation at a price not less than the market value of the shares at the grant date. Each option may be exercised after 
two years in respect of one-half of the number of shares to which it relates and after three years in respect of the balance. 
Options expire ten years after the grant date. 

Simultaneously, with the grant of an option, employees are also granted Share Appreciation Rights (SARs) equivalent 
to one-half the number of shares attached to an option. A SAR entitles the holder to receive payment of an amount equal to 
the excess of the market value of a common share at the exercise date of the SAR over the related option price. SARs may be 
exercised no earlier than three years and no later than ten years after the grant date. 

Where an option has been exercised as to one-half the number of shares to which it relates, any further exercise reduces 
the number of SARs granted on a one-for-one basis. At all times, the exercise of a SAR reduces the number of shares covered 
by an option on a one-for-one basis. 

In the event of a change in control of the Corporation, all outstanding options and SARs become immediately exercisable. 

At December 31, 1999, 10,804,713 shares (1998 — 3,694,597) were available for the granting of future options under 
the stock option plan out of the 20,000,000 common shares currently authorized. 
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Note 18. Stock Options (continued) 


Details of the stock options outstanding were as follows: 


1999. 1998 

Number Weighted Average Number 

of Options Exercise Price of Options 

Outstanding at beginning of year 5,027,528 $ 29.361 5,004,702 
Granted 1,065,400 29.654 554,300 
Exercised (179,201) 22.476 (290,028) 
Cancelled (175,516) 28.438 (241,446) 
Outstanding at end of year Sao Ul $ 29.660 5,027,528 

Details as at December 31 of the stock options outstanding by year of expiry were as follows: 

1999 1998 

Number Exercise Weighted Average Number Weighted Average 

Year of Expiry of Options Price Range Exercise Price of Options Exercise Price 
1999 = $ = $ = 79,770 $ 24.388 
2000 79,316 17.813 — 20.375 20.341 89,874 20.345 
2001 155,699 19.000 — 20.563 19.008 191,058 19.009 
2002 143,775 18.063 18.063 153,738 18.063 
2003 648,120 16.125 — 22.063 21.460 689,403 21.460 
2004 422,701 20.375 — 21.625 20.692 461,913 20.711 
2005 571,394 19.500 — 23.750 2321 623,874 23.285 
2006 40,000 30.950 — 31.600 SS) 43,400 31.250 
2007 — 2009 3,677,206 29.600 — 40.850 34.214 2,694,498 36.069 
5,738,211 $ 29.660 5,027,528 $ 29.361 


The options outstanding at December 31, 1999 expiring in years 2000 to 2006 are all currently exercisable. Of the 


options outstanding at December 31, 1999 expiring in the years 2007 to 2009, 1,031,299 options were then currently 


exercisable at a weighted average exercise price of $35.369. 


During the year, $0.9 million (1998 — nil) was charged to compensation expense relating to the stock option plan, and 


$4 million (1998 — $6.2 million) was credited to common shares. 


Note 19. 
' PENSIONS 
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The Corporation and the majority of its subsidiaries have defined benefit plans which provide for pensions based principally 


on years of service and compensation rates near retirement. Annual contributions to these plans, which are based on various 


actuarial cost methods, are made on the basis of not less than the minimum amounts required by Federal or Provincial 


pension supervisory authorities. 


Net pension expense for the year for such defined benefit plans includes the following components: 


(in millions) 1999 
Service cost — benefits earned during the year $ 53.6 
Interest cost on projected benefit obligation 497.0 
Actual return on pension fund assets (544.8) 
Net amortization and deferrals 18.9 
Net pension expense $ 24.7 


1998 


Dich 
416.7 
(440.8) 

Oe, 
12.8 


$ 


$ 


1997 


26.6 
252.8 
(566.1) 
SOQ 

66.0 


The following table sets forth the plans’ funded status and the amounts recognized in Canadian Pacific’s Consolidated 


Balance Sheet as at December 31: 


(in millions) 


1999 
Plans having Plans having 
assets in excess accumulated 


1998 


Plans having 
assets in excess 


of accumulated 


Plans having 
accumulated 


benefits in 


Average present value of benefit obligations: 
Vested 
Non-vested 
Accumulated benefit obligation 
Effect of projected future salary increases 
Projected benefit obligation (based 
on weighted average discount rate 
of approximately 8% and a 
weighted average salary increase 
of approximately 2%) 
Pension fund assets at market related values 
Pension fund assets greater than (less than) 
projected benefit obligation 
Unamortized portion of net (asset) 
obligation at January 1, 1987 
Unamortized prior service cost) 
Unamortized net gain 
Prepaid pension cost in Consolidated 
Balance Sheet ®) 


of accumulated benefits in 
benefits excess of assets 
$ 4,093.9 $ 568.2 
4.4 5.8 
4,098.3 574.0 
348.5 DNS} 
4,446.8 696.3 
4,972.4 529.3 
525.6 (167.0) 
(3.3) 16.7 
USA. 55.8 
(341.1) (26.0) 
$ 256.9 $ (120.5) 


(1) Amortized over expected average remaining service lives of employees, generally 13 years. 


(2) The net prepaid pension cost on the Consolidated Balance Sheet is included in other assets offset by liabilities. 


benefits excess of assets 

$ 4,326.4 $ 218.1 
4.9 4.6 

4331.3 222.7 

420.1 35.8 

4,751.4 258.5 
5,140.2 162.0 
388.8 (96.5) 

37.4 15.6 

150.5 1.0 
(352.2) 22") 
$ 224.5 $ (102.0) 
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Note 19. Pensions (continued) 


Pension fund assets consist primarily of listed stocks and bonds. The assumed weighted average long term rate of return 
on pension fund assets is approximately 8%. 

Canadian Pacific also has subsidiary-sponsored defined contribution plans. Pension expense for such plans, which 
generally equals the employer's required contribution, was $11.5 million, $9.7 million, and $8.5 million in 1999, 1998, and 
1997, respectively. 

In addition to pension benefits, the Corporation and several of its subsidiaries provide health care and life insurance 
benefits for certain retired employees. The cost of providing these benefits is recognized by expensing the annual insurance 


premiums which were approximately $6.4 million, $10.6 million, and $10 million in 1999, 1998, and 1997, respectively. 


Note 20. 
COMMITMENTS AND CONTINGENCIES 


At December 31, 1999, commitments for capital expenditures amounted to $99.1 million and minimum payments under 
operating leases and gas pipeline transportation agreements were estimated at $3,937 million in the aggregate, with annual 
payments in each of the five years following 1999 of: 2000 — $652.8 million; 2001 — $518.9 million; 2002 - $417.7 million; 
2003 — $310.5 million; 2004 — $306.2 million. 

At December 31, 1999, unused committed lines of credit for short term and long term financing, subject to periodic 
review, and at various maturities, amounted to $1,642.5 million on which interest rates vary with bank prime or money 
market rates. 

During the normal course of business activity, the Corporation and its subsidiaries are occasionally involved in 
litigation proceedings. Actions for approximately $140 million have been initiated in Belgium against the Corporation 
and certain of its subsidiaries involved in the shipping operations relating to the termination of contracts for stevedoring and 
related services. The Corporation and its subsidiaries are currently evaluating the claims and intend to vigorously defend the 
actions. The Corporation and its subsidiaries do not believe they will incur any liability in these actions and accordingly, 


no provision has been made in the accounts with respect to this matter. 


Note 21. 
UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a year. Date 
sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information using year 
2000 dates is processed. In addition, similar problems may arise in some systems which use certain dates in 1999 to represent 
something other than a date. Although the change in date has occurred, it is not possible to conclude that all aspects of the 


Year 2000 issue that may affect Canadian Pacific, including those related to customers, suppliers, or other third parties, have 
been fully resolved. 


Note 22. 
RECLASSIFICATION 


Certain prior years’ figures have been reclassified to conform with the presentation adopted for 1999. 


Note 23. 
SUPPLEMENTARY DATA 


The discussion of Canadian and United States accounting principles and the reconciliation of net income between United 


States and Canadian generally accepted accounting principles for the years included in Supplementary Data are an integral 
part of these financial statements. 
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SUPPLEMENTARY DATA 


The following data are provided to comply with certain disclosure requirements of the Securities and Exchange Commission 


(SEC) of the United States. 


CANADIAN AND UNITED STATES ACCOUNTING PRINCIPLES 


The consolidated financial statements of Canadian Pacific have been prepared in accordance with generally accepted 
accounting principles (GAAP) in Canada, as promulgated by the Canadian Institute of Chartered Accountants. Over the 
years, a number of differences have developed between Canadian and United States GAAP. For the information of the 
Corporation’s United States shareholders, the major differences are described below and their effect on Canadian Pacific’s 
operating income and net income is summarized on page 89. There are no significant differences on the Consolidated Cash 
Flow Statement. The significant effect on the 1999 Consolidated Balance Sheet, had it been prepared under United States 
GAAP and excluding comprehensive income adjustments, would be a decrease of other assets, deferred income taxes, 
minority interest and retained income by approximately $215.3 million (1998 — $256.7 million), $234.8 million (1998 — 
$446.6 million), $134.2 million (1998 — $37.8 million) and $96.7 million (1998 — $410 million), respectively, and an increase 
in long term debt and deferred liabilities of $125.6 million (1998 — nil) and $132.7 million (1998 — $591.2 million), 
respectively. If comprehensive income adjustments are included, the significant effect on the Consolidated Balance Sheet, in 
addition to those above, would be to decrease foreign currency translation adjustments by $58.7 million (1998 — $187 million), 
and increase deferred taxes and accumulated other comprehensive income by $29 million (1998 — $64.2 million) and 

$29.7 million (1998- $113.7 million), respectively. 

During 1997, new capitalization and reporting policies were adopted in order to present Canadian Pacific’s railway 
results on a basis consistent with other North American railways. In accordance with Canadian GAAP, the effect of the 
changes was applied retroactively and the financial statements of prior periods restated. Under United States GAAP such 
restatements are not acceptable and the cumulative effect of the change, based on retroactive computation, is included in net 
income of the period of the change. 

The full cost methods of accounting for conventional oil and gas operations promulgated under Canadian and United 
States GAAP differ in the following respect. Ceiling test calculations are performed by comparing the net book value of 
conventional petroleum and natural gas properties with the future net revenues expected to be generated from proven 
developed reserves, discounted at 10% for United States reporting purposes, and undiscounted for Canadian reporting. Any 


excess of net book value over future net revenues is recognized as additional depletion expense in both reporting jurisdictions. 
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Canadian and United States Accounting Principles (continued) 


Canadian Pacific follows the Canadian method of accounting for income taxes, described as the deferral method, 
focusing on differences arising between financial statement income and taxable income. The method followed under United 
States GAAP, described as the liability method, focuses on differences between the book and tax value of assets and liabilities. 
In Canada, the income taxes are recorded using tax rates and regulations applicable in the year and are not changed in future 
years even though tax rates and regulations may change. In the United States, the tax liability is calculated using enacted 
future tax rates and regulations and is adjusted in future years if those tax rates and regulations are changed. 

Canadian Pacific follows the Canadian practice of deferring and amortizing unrealized exchange gains and losses 
related to long term monetary foreign currency assets and liabilities, whereas under United States GAAP such gains and 
losses are included in income immediately. 

For United States reporting, forward foreign exchange contracts associated with anticipated future transactions 
that do not constitute firm commitments are recognized in the financial statements at fair value. Gains or losses resulting 
from changes in the market value are immediately reflected in income. Under Canadian GAAP, certain of Canadian Pacific’s 
exchange contracts qualify as hedges for accounting purposes. Payments or receipts on these contracts are recognized in 
income concurrently with the hedged transaction and the fair values of the outstanding contracts are not reflected in the 
financial statements. 

The principal difference between Canadian and United States GAAP in accounting for pension costs is in the choice 
of discount rate used for computing the benefit obligation and the service and interest cost components of net periodic 
pension expense. Under Canadian GAAP, the discount rate used represents management’s best estimate of the long term rate 
of return on pension fund assets, whereas under United States GAAP the discount rate reflects the rate at which pension 
benefits can be effectively settled at the date of the financial statements. The impact of this difference on Canadian Pacific’s 
pension expense is included in the following table. The impact of the difference on the funded status of Canadian Pacific’s 
plans is not material. 

Canadian Pacific follows the Canadian practice of expensing costs related to post retirement health care and life 
insurance benefits when they are paid, whereas under the United States accounting standard these costs, based on the terms 
of the plan, are recognized on an accrual basis during the years the plan participants provide the services. 

The rules required to accrue termination benefits under United States GAAP are more restrictive than those in Canada. 
In particular, these rules require that the plans be implemented within one year which is not the case under Canadian GAAP. 

United States GAAP requires that certain equity issues be classified as long term debt. In accordance with the 
classification as long term debt, distributions on the equities would be recorded as interest expense under United States 
GAAP as opposed to dividends under Canadian practice. 

United States GAAP requires the disclosure, as other comprehensive income, of changes in equity during the period 
from transactions and other events from non-owner sources. Canadian GAAP does not require similar disclosure. Other 
comprehensive income arose from foreign currency translation and minimum pension liability adjustments. 

On June 30, 1998, the FASB issued Statement No. 133 “Accounting for Derivative Instruments and Hedging” effective 
for years starting after June 15, 2000. Canadian Pacific has not adopted the new standard as at December 31, 1999. The 


impact of FASB Statement No. 133 on Canadian Pacific’s consolidated financial statements is not determinable at this time. 
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Canadian and United States Accounting Principles (continued) 


For the year ended December 31 


(in millions, except amounts per share) 1999 1998 1997 
OPERATING INCOME 

Canadian GAAP $ 1,245.6 $ 1,475.6 $ 1,793.1 
United States GAAP 1,680.3 1,127.4 2,151.4 


INCOME FROM CONTINUING OPERATIONS 
BEFORE GOODWILL CHARGES 


Canadian GAAP 633.4 833.9 972.9 
United States GAAP 946.8 516.2 1,164.2 
NET INCOME 

Canadian GAAP 593.9 801.3 1,255.8 
United States GAAP 907.3 483.6 1,447.1 


EARNINGS PER COMMON SHARE 


Income from continuing operations before goodwill charges: 


Canadian GAAP 1.88 2.48 2.82 

United States GAAP 2.86 1.54 3.37 
Net income available to common shareholders: 

Canadian GAAP 1.76 2.39 3.64 

United States GAAP 2.74 1.44 4.19 


The following is a reconciliation of net income under Canadian GAAP to net income under United States GAAP: 


For the year ended December 31 


(in millions) 1999 1998 1997 

NET INCOME — CANADIAN GAAP $ 593.9 $ 801.3 $ 1,255.8 

Increased or (decreased) by: 
Oil and gas 8.9 MQ) 1.8 
Foreign exchange on long term debt 12972) (92.2) (49.7) 
Unrealized gain (loss) on foreign exchange contracts 402.0 (324.2) (306.8) 
Pension costs (15.3) 11.0 33.5 
Post retirement benefits (13.2) (12.9) (8.0) 
Termination benefits 77.0 = = 
Prior period adjustment due to change in accounting policy = = 590.0 


Other (74.4) (18.4) 68.1 
1,108.1 383.8 1,584.7 


Adjusted net income before tax 


Deferred income taxes (200.8) 99.8 (137.6) 
NET INCOME - UNITED STATES GAAP $ 907.3 $ 483.6 $ 1,447.1 
OTHER COMPREHENSIVE INCOME 

Foreign currency translation adjustments $ (128.3) $ 109.9 $ (11.8) 

Minimum pension liability 9.1 (9.1) 1.0 

Other comprehensive income before tax (119.2) 100.8 (10.8) 

Deferred income taxes B52 (27.4) 3.0 

Other comprehensive income (84.0) 73.4 (7.8) 


COMPREHENSIVE INCOME $ 823.3 $ 557.0 $ 1,439.3 
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QUARTERLY FINANCIAL INFORMATION (unaudited) 


Statement of Consolidated Income 


For the three months ended 1999 
(in millions, except amounts per share) March 31 June 30 September 30 December 31 
Revenues $ 2,526.2 $ 2,633.9 $ DEBE) $ oie? 
Cost and expenses: 

Cost of goods sold and services 1,716.4 W205 LS) 2,124.6 

Selling, general and administrative 262.9 7629 2392) 295.2 

Depreciation, depletion and amortization 263.5 262.3 xcs) 299.0 

2,242.8 De ASe, 2,414.2 2,718.8 

Operating income (loss) 283.4 (111.8) 521.6 552.4 
Interest expense, net 66.8 68.9 68.0 70.9 
Non-operating expense (income) I TLS 1 (0.3) 
Income (loss) before income taxes, 

minority interest and goodwill charges 197.5 (192.2) 438.4 481.8 
Income tax expense (recovery) 65.8 (108.3) 145.0 141.2 
Minority interest share of income 

of subsidiaries 3.6 99 14.0 20.9 
Income (loss) from continuing operations 

before goodwill charges 128.1 (93.8) 279.4 319.7 
Goodwill charges, net of tax 10.1 Qi 9.8 9.9 
Net income (loss) 118.0 (103.5) 269.6 309.8 
Preferred dividends = 4.2 Sal Sil 
Net income (loss) available to 

common shareholders $ 118.0 $ (107.7) $ 266.5 $ 306.7 
Earnings per common share: 

Income (loss) from continuing operations 

before goodwill charges $ 0.39 $ (0.30) $ 0.83 $ 0.96 
Net income (loss) available to 
common shareholders $ 0.35 $ (0.32) $ 0.80 $ 0.93 


Included in selling, general and administrative expense at June 30 is a $500.6 million ($301.5 million after tax) provision, 


primarily for workforce reductions. 
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Quarterly Financial Information (unaudited) (continued) 


Statement of Consolidated Income 


For the three months ended 1998 
(in millions, except amounts per share) March 31 June 30 September 30 December 31 
Revenues $ 2,370.3 $ 2,421.9 $ 2,504.1 $ 2,854.7 
Cost and expenses: 

Cost of goods sold and services 1,508.9 1,530.9 15347 1,857.6 

Selling, general and administrative 287.8 274.7 300.8 32919 

Depreciation, depletion and amortization 247.9 252.8 268.1 281.3 

2,044.6 2,058.4 2,103.6 2,468.8 

Operating income S257, 363.5 400.5 385.9 
Interest expense, net 53.7 56.1 65.2 Tats 
Non-operating expense (income) 11.0 46.7 56.8 (37.7) 
Income before income taxes, 

minority interest and goodwill charges 261.0 260.7 278.5 347.9 
Income tax expense 84.1 78.0 63.4 68.7 
Minority interest share of income 

of subsidiaries 6.0 4.5 2 eS 
Income from continuing operations 

before goodwill charges 170.9 178.2 212.9 DQ7ieg 
Goodwill charges, net of tax 8.0 7.6 8.1 8.9 
Net income 162.9 170.6 204.8 263.0 
Preferred dividends - = - be 
Net income available to common shareholders $ 162.9 $ 170.6 $ 204.8 $ 263.0 


Earnings per common share: 
Income from continuing operations 
before goodwill charges $ 0.50 
$ 


Net income available to common shareholders 
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n 
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TEN-YEAR SUMMARY 


(dollars in millions, except amounts per share) 1999 1998 1997 1996 
REVENUES 
Continuing operations $ 11,367.1 $ 10,151.0 $ 9,560.0 $ 8,471.3 
OPERATING INCOME (LOSS) FROM: 
‘Transportation $ 390.8 $ 913.9 $ 959M $ ASS 
Energy 631.8 381.1 697.4 637.3 
Hotels and Real Estate 223.0 180.6 136.6 115.8 
$ 1,245.6 $ 1,475.6 $ 1, 793-1 $ 1,467.0 
INCOME (LOSS) FROM 
CONTINUING OPERATIONS 
BEFORE GOODWILL CHARGES $ 633.4 $ 833.9 $ aS) $ 840.0 
NET INCOME (LOSS)* $ 593.9 $ 801.3 $ 1255-8 $ 869.1 
UNITED STATES GAAP 
Income (loss) from continuing operations 
before goodwill charges $ 946.8 $ Sey $ 1,164.2 $ 884.0 
Net income (loss) $ 907.3 $ 483.6 $ 1,447.1 $ 1,071.0 
TOTAL ASSETS $ 20,318.0 $ 19,669.4 $ WSUS) $ 15,805.9 
TOTAL CAPITALIZATION 
Total long term debt $ 3,480.0 $ 3,398.0 $ 2,796.0 $ 3,384.6 
Perpetual 4% Consolidated Debenture Stock 60.7 64.6 59.6 Wie 
Minority shareholders’ interest in 
subsidiary companies 585.2 357.7 350.6 321.6 
Shareholders’ equity 8,268.8 7,998.0 7,573.4 6,727.8 
$ 12,394.7 $ 11,818.3 $ 10,779.6 $ 10,491.2 
EARNINGS PER COMMON SHARE: 
Income (loss) from continuing operations 
before goodwill charges: 
Canadian GAAP $ 1.88 $ 2.48 $ 2.82 $ 2.44 
United States GAAP $ 2.86 $ 1.54 $ SO $ Deo 
Net income (loss) available to 
common shareholders: 
Canadian GAAP $ 1.76 $ 2.39 $ 3.64 $ 252 
United States GAAP $ 2.74 $ 1.44 $ 4.19 $ Belial 
Dividends $ 0.56 $ 0.54 $ 0.48 $ 0.48 
NUMBER OF COMMON SHARES (millions) 
Year-end 326.3 So2e7 340.7 346.9 
Average S385) 335.8 345.4 344.4 
RATE OF RETURN ON AVERAGE 
SHAREHOLDERS’ EQUITY 7.3% 10.3% 17.6% 13.5% 
DEBT : EQUITY RATIO wall PAG TA 26:74 33167 
* Net income (loss) includes special items 
gesourtng fo. $ (301.5) § 20.0 $ 359.0 $ 93.0 
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Ten-Year Summary 


1995 1994 1993 1992 1991 1990 
73318 6,367.4 $. "56372 $ 4,927.4 5.0276 $ 5,055.8 
$ (618.3) 453.1 $. 390.5 $ (241.5) § 101.0 § 467.1 

482.9 505.8 397.9 321.7 184.5 424.0 

96.9 7 57.1 50.0 24.5 58.2 
$ (38.5) Losi § 845.5 $ 130.2 § 310.0 $ 949.3 
§ (256.4) 485.6 § 364.1 $ (108.2) $ (256.4) § 437.9 
$ (786.9) 427.7 § (155.5) $ (443.2) $ (878.7) § 390.4 
$ (313.8) 414.3 $ 398.0 $ (265.1) $ (384.0) § 380.6 
$ (716.3) 289.0 § (117.8) § (693.9) $ (1,037.4) $ 320.3 
€ 16,555:7 17,368.7 $  17,528.4 $  20,607.0 §  20,908.0 $  20,482.1 
$ 4,909.8 4,883.8 $ 6,063.3 $ 7,715.9 $9 9.2152 $ 4,564.4 

186.6 194.5 178.1 172.4 176.4 180.1 

311.1 291.1 265.6 815.2 867.0 1,043.3 

6,129.9 7,060.9 6,242.7 6,490.8 6,883.8 7,962.7 

$ 11,5374 12,430.3 $  12,749.7 $ 15,1943 $ 15,1425 $  13,750.5 
$ (0.75) 1.44 $ 1.14 $ (0.34) $ (0.81) $ 1.37 
$ (0.92) 123 $ 1.25 § (0.83) § (1.21) § 1.19 
$ (2.30) £37 $ (0.49) $ (1.39) $ (2.76) § 1.23 
§ (2.10) 0.86 $ (0.37) $ (2.18) § (3.26) § 1.00 
$ 0.36 0.32 § 0.32 $ 0.32 $ 0.63 § 0.92 
342.3 341.8 319.4 319.1 318.7 318.2 

342.1 337.5 319.2 318.8 318.5 318.5 

(11.9%) 6.4% (2.4%) (6.6%) (11.8%) 4.9% 

44: 56 41:59 49::.51 52: 48 49:51 35 : 65 

$ (1,091.0) 58.0 $ (294.0) $ (441.0) $ (888.0) $ - 
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GEOGRAPHIC DISTRIBUTION OF NET PROPERTY INVESTMENT 


Properties at Cost, Less Depreciation 


Canadian Canadian 
At December 31, 1999 Pacific PanCanadian Pacific Percent 
(in millions) Railway CP Ships Petroleum Fording Hotels Other Total of Total 
CANADA 
Atlantic Provinces 
and Offshore $ 0.5 $ = $ 153.6 $ = $ 1.4 $ = $0) 555 1% 
Quebec 44.2 58.5 0.3 = 101.6 = 204.6 1% 
Ontario 920.0 0.1 48.3 = 333 120.3 1,102.0 7% 
Manitoba 316.5 = 0.3 = = = 316.8 2% 
Saskatchewan Sule7 = 570.0 ileal - = 1,084.8 7% 
Alberta 951.3 = 4,070.7 120.9 286.3 30.2 5,459.4 35% 
British Columbia 1,639.1 = 123.2 468.5 127.0 35.8 2,393.6 15% 
N.W.T., Nunavut, 
Yukon = = 19.0 = - = 19.0 = 
Transportation 
Equipment 1,346.0 = = = = ~ 1,346.0 9% 
Dy oiles 58:6 4,985.4 590.5 529.6 186.3 12,081.7 77% 
OUTSIDE CANADA 
United States 1,697.4 70.3 USE 59.5 372.5 = 2,357.4 15% 
Other = 230.0 351.1 17929 390.9 53 ie? 7% 
Ocean Ships = 149.2 = = = _ 149.2 1% 
1,697.4 449.5 508.8 239.4 763.4 5.3 3,663.8 23% 
$ 7,428.7 $ = 508.1 $ 5,494.2 $ 829.9 $ 1,293.0 $ 6191.6 $15,745.5 100% 
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SHAREHOLDER INFORMATION 


Toronto Stock Exchange 1999 1998 
(Canadian dollars) High Low High Low 
First Quarter 32.95 25195 44.55 31.90 
Second Quarter 37.20 28.90 45.90 39.10 
Third Quarter 40.65 31.95 41.00 26.55 
Fourth Quarter 335.88) 30.50 37.05 28.45 
Year 40.65 25.95 45.90 26.55 
New York Stock Exchange 1999 1998 
(U.S. dollars) High Low High Low 
First Quarter Die) 17.00 31.38 22.38 
Second Quarter 25.50 19.32 31.50 26.63 
Third Quarter DNs 21.82 28.44 17.94 
Fourth Quarter 24.00 21.00 24.25 17.88 
Year DENS 17.00 31.50 17.88 


Trading Symbols 
Common shares — CP 


5.65% First Preferred Shares, Series A - CP.PR.A 


Market for Securities 


The common shares of Canadian Pacific Limited are 


listed on the Toronto and New York stock exchanges. 


The 5.65% First Preferred Shares, Series A of 
Canadian Pacific Limited are listed on The Toronto 
Stock Exchange. 


Shareholder Administration 


The Trust Company of Bank of Montreal, with transfer 


facilities in Montreal, Toronto, Calgary, Vancouver and in 


London, England, through its agent, Computershare 


Services plc, serves as transfer agent and registrar for the 
common shares. Harris Trust Company of New York serves 
as transfer agent and registrar for the common shares in 
New York. 

For information concerning dividends, or for change 
in share registration or address, please call 1-800-332-0095 
or (514) 877-2584, or write to: 


The Trust Company of Bank of Montreal 
129 Saint-Jacques Street, “A” Level North 
Montreal, Quebec H2Y 1L6 

Canada 


Dividend Reinvestment and Share Purchase Plan 

Eligible holders of Canadian Pacific Limited common 
shares may acquire additional common shares through 
reinvesting cash dividends and/or investing optional cash 
payments, without paying brokerage commissions or 
administrative charges. An information circular providing 
details of the Plan may be obtained from The Trust 
Company of Bank of Montreal or from Shareholder 


Services at Canadian Pacific Limited. 


Direct Deposit of Dividends 

Shareholders are offered the option of having their 
Canadian dollar dividends directly deposited into their 
personal bank accounts in Canada on the dividend payment 
dates. Shareholders receiving their dividends in Canadian 
currency, as well as those shareholders whose dividends are 
not reinvested through the Dividend Reinvestment and 
Share Purchase Plan may obtain a direct deposit enrolment 
form from The Trust Company of Bank of Montreal or 


from Shareholder Services at Canadian Pacific Limited. 
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Shareholder Services 
Shareholders having inquiries or wishing to obtain copies of 
the Corporation’s Annual Information Form should write to: 


Shareholder Services 

Office of the Corporate Secretary 
Canadian Pacific Limited 

1800 Bankers Hall East 

855 - 2nd Street S.W. 

Calgary, Alberta 

T2P-4Z5 

Shareholder@cp.ca 


Duplicate Annual Reports 

While every effort is made to avoid duplication, some 
Canadian Pacific Limited registered shareholders may 
receive multiple copies of shareholder information mailings 
such as this Annual Report. Registered shareholders who 
wish to consolidate any duplicate accounts which are 
registered in the same name are requested to write to 


The Trust Company of Bank of Montreal. 


Investor Relations 
Institutional investors, brokers, security analysts and others 
desiring copies of Canadian Pacific’s Investor Fact Book or 


other financial information should contact: 


Sheila M. McIntosh 

Vice-President 

Corporate Communications and Investor Relations 
Canadian Pacific Limited 

1800 Bankers Hall East 

855 - 2nd Street S.W. 

Calgary, Alberta 

T2P 4Z5 


Investor@cp.ca 


Web Site 
Visit our Web site at www.cp.ca 
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BOARD OF DIRECTORS 


Stephen E. Bachand 2,46 James E. Newall, O.C. 2,456 Allan R. Taylor, O.C. 
President and Chief Executive Officer Chairman Retired Chairman and 
Canadian Tire Corporation, Limited NOVA Chemicals Corporation Chief Executive Officer 
Toronto, Ontario Calgary, Alberta The Royal Bank of Canada 
Dian Cohen, C.M., LL.D. 46 David P, O’Brien Side Paget 
President Chairman, President and 3 Carole Taylor 

Dian Cohen Productions Limited Chief Executive Officer Corporate Director 


Ayers Cliff; Quebec 


sears Calgary, Alb 
M. James Fielding ete ae 


Chairman of the Board 
Alexander Centre Industries Limited 
Sudbury, Ontario 


Angus A. MacNaughton 


Canadian Pacific Limited 


15 Michael E.J. Phelps 
Chairman and Chief Executive Officer 
Westcoast Energy Inc. 


Vancouver, British Columbia 


Ww 


The Rt. Hon., The Viscount Weir 
Chairman 

BICC, PLC 

Glasgow, Scotland 


Vancouver, British Columbia 


President 13 Roger Phillips, O.C. 


Genstar Investment Corporation 


San Francisco, California IPSCO Inc. 


John D. McNeil 


Chairman, Executive Committee 


iat 


and Director 
Sun Life Assurance Company of Canada 


Toronto, Ontario ATCO Lid. and 


Canadian Utilities Limited 


Calgary, Alberta 


Directorate 
At the Annual Meeting held on April 20, 1999, four long- 
standing directors retired from the Board. William W. 
Stinson had been a director since 1981 and served the 
Corporation with distinction as its Chief Executive 
Officer from 1985 to 1996. Stanley A. Milner was 
appointed a director in 1980. He was a member of the 
Executive Committee and served as Chairman of the 
Management Resources and Compensation Committee 
and as Chairman of the Corporate Governance and 
Nominating Committee. The Hon. Peter Lougheed had 
been a director since 1986 and was a member of the 
Environmental and Safety Committee. James A. Pattison 
joined the Board in 1991 and during his tenure served on 
a variety of committees, including the Executive 
Committee. 

The Directors wish to recognize the significant 
contributions made to the affairs and direction of the 
Corporation by these four outstanding individuals. 


Regina, Saskatchewan 


Ronald D. Southern, 
Coils (CalBs185 LIL ID), 
Co-Chairman and Co-Chief Executive Officer 


President and Chief Executive Officer 


1 Member of Audit Committee 

2 Member of Corporate Governance 
and Nominating Committee 

3 Member of Environmental and 
Safety Committee 

4 Member of Executive Committee 

5 Member of Management Resources 
and Compensation Committee 

6 Member of Pension Trust Fund 
Committee 


Corporate Governance 

Canadian Pacific’s Board of Directors and its management 
are committed to a high standard of corporate governance. 
We believe that effective corporate governance calls for the 
establishment of processes and structures that contribute 
to the sound direction and management of the 
Corporation’s businesses, with a view to enhancing 
shareholder value. 

Under the rules of The Toronto Stock Exchange, 
Canadian Pacific is required to disclose information 
relating to its system of corporate governance. Canadian 
Pacific’s disclosure addressing each of the TSE’s 
guidelines is set out in matrix form in Appendix A to 
the Management Proxy Circular issued in connection 
with the 2000 Annual Meeting. 
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OFFICERS 


David P. O’Brien 
Chairman, President and 
Chief Executive Officer 
Calgary, Alberta 
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Executive Vice-President 
and Chief Financial Officer 
Calgary, Alberta 
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Executive Vice-President 
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A copy of the 1999 annual report of each of 
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Canadian Pacific Tower 
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2000 Annual Meeting 

The Annual Meeting of Shareholders 
will be held on Thursday, April 20, 2000, 
at The Palliser Hotel, 9th Avenue and 
1st Street South West, Calgary, Alberta, 
at 9:30 a.m., Calgary time. 
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francaise du présent rapport, veuillez 
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